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September 10, 1997

To the Accounting Standards
Executive Committee:
File 4323

I have enclosed a copy of the comment letters received to date on the start-up costs
exposure draft SOP.
Please note that we will discuss this project at the October AcSEC meeting and that
I will send you the task force analysis of comment letters as part of the scheduled
mailing.

Sincerely

Dan Noll

A m e r i c a n Institute of Certified Public A c c o u n t a n t s
1 2 1 1 A v e n u e of t h e A m e r i c a s , N e w York, N Y 1 0 0 3 6 - 8 7 7 5 ( 2 1 2 ) 5 9 6 - 6 2 0 0 • fax ( 2 1 2 ) 5 9 6 - 6 2 1 3

October 14, 1997

To the Accounting Standards
Executive Committee:
File 4323
I have attached a comment letter on Start-up Costs that we received yesterday.
We will discuss this project at the October 24 meeting.

Sincerely,

Dan Noll

A m e r i c a n Institute o f Certified P u blic A c c o u n t a n t s
1 2 1 1 A v e n u e of t h e A m e r i c a s , N e w York, N Y 1 0 0 3 6 - 8 7 7 5 ( 2 1 2 ) 5 9 6 - 6 2 0 0 • fax ( 2 1 2 ) 5 9 6 - 6 2 1 3
T h e C P A . N e v e r U n d e r e s t i m a t e T h e V a l u e . SM

October 17, 1997

To the Accounting Standards
Executive Committee:
File 4323

Yet another comment letter on start-up costs.

Sincerely,

Dan Noll

A m e r i c a n Institute of Certified P u blic A c c o u n t a n t s
1 2 1 1 - A v e n u e of t h e A m e r i c a s , N e w York, N Y 1 0 0 3 6 - 8 7 7 5 ( 2 1 2 ) 5 9 6 - 6 2 0 0 • fax ( 2 1 2 ) 5 9 6 - 6 2 1 3
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April 22, 1997
Accompanying this letter is an exposure draft of a proposed Statement of Position (SOP), Reporting
on the Costs o f Start-Up Activities. A summary of the proposed SOP is included in the forepart of
that document.
The purpose of this exposure draft is to solicit comments from preparers, auditors, and users of
financial statements and other interested parties.
The proposed SOP would apply to all entities that prepare financial statements in conformity with
generally accepted accounting principles applicable to nongovernmental entities.
Areas Requiring Particular Attention by Respondents
Comments are specifically requested on the following issues addressed by this exposure draft:
(1)

This proposed SOP broadly defines start-up activities and provides examples of costs that are
and are not within the scope of this proposed SOP. Is the guidance sufficient to help entities
determine what costs are included in the scope of this proposed SOP? If not, what additional
guidance should be included?

(2)

This proposed SOP requires that entities expense costs of start-up activities as they are
incurred. This proposed SOP would amend the guidance related to start-up costs in SOP 8 1 1, Accounting for Performance o f Construction-Type and Certain Production-Type Contracts;
SOP 88-1, Accounting for Developmental and Preoperating Costs, Purchases and Exchanges
o f Take-off and Landing Slots, and Airframe Modifications; Audit and Accounting Guide,
Audits o f Casinos; Audit and Accounting Guide, Construction Contractors; Audit and
Accounting Guide, Audits o f Federal Government Contractors. Should the costs of start-up
activities be expensed as incurred, or should they be capitalized and amortized over some
period? If they should be capitalized and amortized, what probable future economic benefits
do those assets represent? Over what period should those costs be amortized?

(3)

This proposed SOP does not require disclosure of start-up costs in an entity's financial
statements. Should the proposed SOP require any disclosures in the financial statements?

(4)

Though the financial reporting of organization costs are not addressed in the proposed SOP,
AcSEC has purposely defined those costs more narrowly than the definition in the Internal
Revenue Code. As a result, the proposed definition may cause temporary tax differences
related to organization costs. Should organization costs be included in the scope and subject
to th e provisions of t h e proposed SOP? If not, should AcSEC define those costs in this
document? Do you agree with the proposed definition of organization costs in paragraph 9?
Is the definition too broad or too restrictive? Why? If you do not agree w ith the proposed
definition and you believe organization costs should be defined in this document, please
provide a definition.

AcSEC welcomes comments or suggestions on any aspect of the exposure draft. When making
comments, please include references to specific paragraph numbers, include reasons for any
suggestions or comments, and provide alternative wording where appropriate.

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, NY 10 036-877 5 (212) 5 9 6 -6 2 0 0 • fax (212) 59 6-62 13

May 1 2 , 1997

Mr. Daniel Noll, Technical Manager
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Re:

File No. 4323, Reporting on the Costs o f Start-up Activities

Dear Mr. Noll:
Thank you for the opportunity to comment on the proposed Statement o f Position on
Reporting on the Costs o f Start-up Activities. Our comments are limited to the definition o f start-up
activities. While the definition o f start-up activities appears straightforward under Paragraph 4, this
clarity is diffused to a great extent by the illustrative examples cited in the Appendix. In particular,
it is not clear from our reading o f the SOP as to what exactly constitutes a "new process in an
existing facility" or "commencing some new operation." For example, our engineers are
continuously refining existing processes and introducing "new processes" in their efforts to
maximize efficiencies at our manufacturing plants. While such efforts would not appear to fit the
definition o f "one-time activities," it is not clear from your examples ju st what constitutes a
modernization sufficient enough to trigger start-up treatment as proposed. Engineering, fabricating
and installation o f some new process to enhance plant efficiency or to meet some new regulatory
requirement hardly seems to be a start-up activity, but could be construed by some as coming under
the definition as articulated.
Very truly yours,

Allan Korsakov
Corporate Controller
ABK/lm

S outhdow n, Inc.

1200 SMITH STREET ■■ SUITE 2400 ■■ HOUSTON, TEXAS 77002 ■■

(713)650-6200

FIRST
BRANDS
C O R P O R A T IO N

83 WOOSTER HEIGHTS R O A D - BUILDING 301
P.O. BOX 1911
DANBURY, CT 06813-1911
TELEPHONE: 203-731-2306

DONALD A. DeSANTIS
SENIOR VICE PRESIDENT A N D
CHIEF FIN ANCIAL OFFICER

May 15, 1997
Mr. Daniel Noll
Technical Manager
Accounting Standards, File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, New York 10036-8775
Dear Mr. Noll:
I am writing as both a financial manager responsible for my company’s
financial reporting as well as an investor. In summary I do not agree with your
conclusions in the Proposed Statement o f Position R ep o rtin g on the C osts o f S tart-up
A ctivities.

While there may be abuses relating to such costs by certain companies, I
think that guidelines can be given to protect against such practices. I am referring now
more to costs related to projects that are not routine, and projects that importantly have
reasonable probability o f being viable (i.e. not high risk, high tech projects).
From a business policy standpoint, the requirement to expense such costs
as incurred may inhibit entrepreneurial initiatives. From a financial reporting
standpoint, as long as proper disclosure is provided, I do not see why capitalization o f
such cost and amortization over a one to three-year period after start-up and reasonable
“prove-in” is so misleading, again as long as the project remains viable.
I hope you take my comments into consideration. Thank you.
Sincerely,

Donald A. DeSantis
DAD/jmm

UNIVERSITY OF
RHODE ISLAND
May 15, 1997
Mr. Daniel Noll
Technical Manager
Accounting Standards, File 4323
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Noll:
I recently received the exposure draft for the proposed statement o f position on
“Reporting on the Costs o f Start-up Activities.” This biggest issue that I’d like to raise is
the need to state in paragraph 4 “Is SFAS #7 being followed by development stage
enterprises?” The exposure draft left me puzzled on this key question. If SFAS #7 is
being followed by development stage companies, this fact should be clearly stated. If
SFAs #7 is not being followed by development stage companies, there is a compliance
problem with SFAS #7 that m ust be addressed immediately. In either case, the exposure
draft is unclear and this situation needs, in my opinion, to be clarified in the final draft.
The definition for “normal productive capacity” is wobbly in that it should relate to
“planned demand” not to “actual demand.” The way the definition is used in the
exposure draft would not be workable if actual demand never materialized. I’d prefer a
statement to the effect that start-up costs should end when planned production is met.
This is much clearer
I’ve enclosed a photocopy o f Walter Schuetze’s dissent to SFAS #7 in 1975. I don’t
believe that Schuetze’s request is achievable but the final position should at least note the
issues raised in his dissent if, for no other reasons, but his stature.
Sincerely,

1p
Enclosure

The Un i v ersity of
R hode Island is an
affir m a tive action and
equalopportunity employer.

DEPARTMENT OF ACCOUNTING, COLLEGE OF BUSINESS ADMINISTRATION

Kingston. Rhode Island 02881-0802
Phone: 401-874-2073 Fax: 401-874-4312

This Statement was adopted by the affirmative votes o f six
members o f the Financial Accounting Standards Board. Mr.
Schuetze dissented.
Although he agrees with the basic conclusions in this
Statement that development stage enterprises should use the
same accounting principles and prepare the same basic
financial statements as established operating enterprises, _Mr.
Schuetze dissents because he believes that th e B o ard sh o u ld
h ave addressed the question of accounting for start-up costs
before issuing this Statement. Paragraph 10 states that
" capitalization or deferral of costs [in a development stage
enterprise] shall be subject to the same assessment of
recoverability that would be applicable in an established
operating enterprise.” A substantial portion of the costs
incurred by many development stage enterprises falls into a
broad category that most persons would regard as start-up
costs. In Mr. Schuetze’s view, neither this Statement nor any
other authoritative pronouncement furnishes adequate
guidance as t o how the recoverability of start-up costs should
be assessed or as to how those start-up c o s t s that are
capitalized or deferred should be accounted for thereafter.
Mr. Schuetze believes that until such a pronouncement is
issued the accounting practices of development stage
enterprises will vary significantly. In this regard, Mr. Schuetze
is particularly concerned as to how the recoverability test in
paragraph 10 would be applied by development stage
enterprises in the extractive industries.

Members o f the Financial Accounting Standards Board:
Marshall S. Armstrong, Chairman
Oscar S. Gellein
Donald J. Kirk
A rthur L. Litke
R o b e rt E. Mays

Walter Schuetze
Robert T. Sprouse
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301 S W 51 Court
Miami, Florida
33134
May 26, 1997
Mr. Daniel Noll
Technical manager
Accounting Standards File 4323
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Noll:
I would appreciate consideration of the following commentaries on the
proposed statement of position, "Reporting on the Costs of Start-Up
Activities". The comments have been prepared using your requested
guideline.
(1) Request: Is guidance sufficient to help entities identify costs?
Response: No, the guidance is not sufficient. I propose that guidance be
provided as to the identity of start up costs along the line of the
activity and the future economic benefit of that activity. Please see (2)
below.
(2) Request: Should the costs of start-up expenses be expensed as
incurred? Should they be capitalized and amortized ? What probable future
economic benefits do those assets represent?
Response: The costs of start-up expenses should be capitalized and
amortized over the future period of the expected economic benefit. In
cases where the future period of such expected future benefit is
undetermined or indeterminable, an arbitrary period over which such costs
will be amortized should be used, not to exceed 60 months. In cases where
the expected future benefit is not evident or highly doubtful, such costs
should be expensed as incurred.
I believe that the question as to the capitalization or expensing of start
up expenses is caused by the conflict of several accounting principles:
matching, comparability, and conservatism.
The matching principle requires that the costs incurred in a start up
activity ( also preoperating activity, preopening costs, etc.) be
recognized as an expense during the same period as the related revenues
are recognized, thereby conserving the true reporting of the entity's
economic results, and making that reporting comparable to subsequent
reporting when (supposedly) the benefits of the start up activities will
commence to bear fruit.
Conservatism (broadly speaking) requires the entity prove that the
start-up expenses incurred in the current period have a direct and causal
future beneficial financial effect; If this relationship is not
demonstrable, then the expense should be expensed as incurred.
I propose that start up expenses be capitalized or expensed based upon
the following criteria:

Page 2

a) If start up expenses do have a direct causal beneficial effect on the
future earnings of an entity, they should be capitalized based upon the
requirements of the matching and comparability principles. The evidence of
such an effect can be noted as follows:
I) In cases of the award of a contract to perform a service or deliver a
good:
Where the entity has entered into an arrangement (i.e. a contract,
franchise) to perform a service or deliver a good to another public or
private entity, the costs incurred to start-up this service or to commence
the manufacture of this good should be capitalized and amortized over the
life of the contract.
The direct benefit of the expenses incurred to start up this service or
contract, are evident by the entity's budget, or financial forecast of the
financial results of the arrangement.
Example:
A courier company has been awarded a major new contract by a financial
institution to pick up its interoffice mail and check deposits from its
branch and satellite administrative offices and to deliver same to the
main office. The new contract will materially increase the Company's
revenues and gross profits. The Company's internally prepared budgets,
and/or financial forecast for the financial results of the contract show
that the Company expects to generate significant operating profits in the
servicing of the new contract and that such profits are more than the
expected start up costs to be incurred.
The Company will incur start up costs in:
creating the delivery and pick up routing scheme,
training of specific newly hired drivers,
training newly hired dispatch personnel,
creating new internal procedures for the operation,
upgrading the internal system requirements to provide for billing, and
tracking of service issues in response to the need to service the new
contract.
The guidelines should be broadly defined to include, "costs specifically
related to creating the ability to service the requirements of the new
arrangement."

In cases where the entity cannot demonstrate that the service or good for
which it has incurred the start up costs (i.e. to provide a "loss-leader"
in hopes of offering another profitable good or service, etc.) will result
in a direct and quantifiable economic benefit, the costs incurred should
be recognized as an expense in the period incurred.
ii) Other cases that involve opening a new office, starting a new service,
introduction of a new product, etc.:
In cases where the entity is expanding its service or sales capacities by

opening new offices, starting a new service, introduction of a new
product, etc. capitalization of the start up expenses should be based upon
a) the past history of success or failure that the entity has experienced,
and b) the operating results planned for the new undertaking. Because
(usually) the future beneficial time period is indeterminable, but
evident, an arbitrary period of no more than 60 months (i.e. along the
lines of the amortizable life of organizational costs) should be adopted.
Example:
A security company opens an office in a new city where it has not
previously had operations (i.e. an expansion of its service market). The
Company's research shows that there is a market for its services, and its
pricing is competitive. Its forecast of the expected financial results are
positive.
The Company incurred the following major start up expenses:
Location and leasing of a facility,
Hiring and training of new personnel,
Advertising of services,
Operating expenses before services commenced for new customers.
The expenses should be capitalized until the first contract is signed, or
three months (in order to follow SEC guidance on the deferral of
advertising expenses with future benefits).
FURTHER COMMENTARY ON THIS AREA
I believe that a requirement to expense start up expenses will materially
and negativelly affect the ability of new companies to attract investment
capital by making their financial reporting to show high costs that are
not matched by corresponding revenues. This change will favor Companies
that do not make new investments, or expansions, in the short term, but
will provide a disservice to the US economy in the long term as these
Companies die out.
3) Request: Should the entity disclose start up expense policy and
amounts?
Response: Yes.
Sincerely,
Tony Saiz, CPA
Miami, Florida

University of Colorado at Colorado Springs
C o l l e g e o f B u s in e s s a n d A d m i n i s t r a t i o n a n d
G r a d u a t e S c h o o l o f B u s in e s s A d m i n i s t r a t i o n

1420 Austin Bluffs Parkway
P.O. Box 7150
Colorado Springs, Colorado 80933-7150
(719) 593-3400
Fax: (719) 593-3494

May 1 7 , 1997

Daniel Noll, Technical Manager
Accounting Standards, File 4323
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Members of the Executive Committee:
I have received the exposure draft concerning accounting for start-up costs.
I believe that your proposed requirement for immediate write-off is potentially the
most useful approach. It is consistent with the asset-liability theory that is replacing
the matching theory. Specifically, these costs do not produce any separable future
benefits under the control of the entity. Because no asset exists, the past practice of
deferring and amortizing these costs is ripe for producing less useful financial state
ments.
With regard to your questions:
1. The guidance appears adequate. It is helpful to be broad in order to shift the
burden of evidence to those who would try to escape the definition.
2. Yes — the costs should be expensed as incurred. There are no probable future
economic benefits attributable to these costs.
3. I suggest that you recommend disclosure of the amount of start-up costs. This
arrangement will encourage managers to provide more useful information than
would be achieved without disclosure.
4. Yes — organization costs should be included within the scope of the SOP because
they also do not produce an asset. They are deferred and amortized simply to
keep them off the income statement. Any informed user will immediately re
move them from a balance sheet and subtract them from income. Your proposal
is good because it eliminates the false sense of profitability that does not exist in
the early stages. The artificial asset does not really help anyone make better
decisions, and could lead to worse ones.
Thank you for your leadership on this issue.

Paul B. W. Miller
Professor

PrimadonnaS
M
C A S IN O

R E S O R T S

May 1 9 , 1997
AICPA
Daniel Noll, Technical Manager
Accounting Standards, File 4323
1211 Avenue o f the Americans
New York, NY 10036-8775
Re: Exposure Draft- Proposal Statement of Position Reporting on the costs o f Start up Activities
Mr. Noll,
The costs associated with start up activities may be large and is growing. Often times, those
amounts exceed operating income o f entities. More importantly, it is imperative that these costs
be treated consistently by all entities, notwithstanding the industry.
Comments discussed below are numbered to correspond with those issues addressed by the
exposure draft. All comments, viewpoints and opinions are mine, and are not to be construed as
representative o f the company.
(1) Overall, the definition o f start up costs along with the illustrations are good, except as noted
below.
A further restriction as to the labeling o f start up costs is need so as to not allow for an entity to
classify costs via this line on a financial statement as compared to other operating expenses.
While net income and operating income are unaffected, users could be misled into overlooking
the one time costs in viewing an entities performance. Today, the investment analysts tend to
“add back” start up costs in their assessment o f company performance. Many entities and
analysts focus on EBITDA (earnings before interest, taxes depreciation and amortization) and
include adding startup costs back to this amount.
The definition o f start up costs should not include, new products or services, new territories, new
class o f customer or beneficiary, or new processes as these are part o f normal operations. New
locations, facilities or new operations are start up costs. The limited use o f start up costs is
because o f the concern noted in the paragraph above, and my opinion that many o f the areas
excluded are normal business costs that are ongoing in nature and should not be afforded special
attention. See item (4) regarding organizational costs.
A limitation as to the period of time allowed for an entity to reach normal productive capacity is
needed. This is far too vague. Once the entity is ready to begin operating, start up costs should
Primadonna Casino Resorts P.O. Box 19119. Primm, NV 89019-9119 • 1-702-382-1212 • 1-800-FUN-STOP
W H IS K E Y
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be discontinued. The fact that capacity may not be where management wants it to be should not
allow those losses to be treated and reflected differently. One can assume that building a new
plant would, at least for a certain period, result in excess capacity for the entity. This operating
short fall is a normal expense.
Start up costs should include all legal fees, accounting fees, licenses ( except those with future
value), and various advertising costs related specifically to that operation.
(2) Start up costs should be expensed. The issue with which I am wrestling with is whether the
costs should be expended as incurred or expended in total when the project is complete.
Expending as incurred will provide users, on the statement of income, a more real time view of
the expenditures the entity is making. The expensing when the project is complete tells the user
the total cost of start up activities. I prefer the expense as incurred option because net income is
reflected ongoing, and dispite the data shown on the statement of cash flow, I feel the user seeks
more information from the statement of income. Further, this SOP should require startup costs
be included as cash flows from operations and not investing activities.
(3) No disclosure of start up costs is required. I am of course making an assumption that
management would reflect start up costs as a separate line item on the statement of income.
(4) Overall, organizational costs are generally not material to an entity. The large expenditures
are usually related to item such as selling stock, public offering etc. Accordingly, I would prefer
to have entities expense these costs as initial start up costs. There really is no direct future value
in the formation of an entity, and in the simplest terms are start up costs.
As long as financial reporting to users is based upon conveying information and taxes are based
upon law and its use to cause public policy actions, difference will prevail. These differences
can be readily managed via SFAS No. 109.
Respectfully Submitted,

Louis W. Sanford, CPA
Corporate Controller

S H E R M A N L. R O S E N F IE L D , C P A P .A .
B12 4 S .W . 8 8 t h T E R R A C E
M IA M I. F L O R ID A 3 3 1 4 3
(3 0 5 ) 5 9 5 - 4 7 4 2

May 22, 1997

Accounting Standards Executive Committee
File 4323
AICPA
201 Plaza Three
Jersey City, New Jersey 07311-3881
Attention:

Daniel Noll
Technical Manager

Dear Daniel:
My only comment, with regard to the proposed SOP, is
that I believe it should be, in some significant way,
tied into the present authoritative guidance for
Development Stage Enterprises.
This is particularly true in light of the fact that
many start up operations might be brand new companies
Very truly yours,

Sherman Rosenfield
SLR/jg

IN V E STM EN T C O M PAN Y IN S TITU TE

June 5 , 1997

Mr. Daniel Noll
Technical Manager
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Reporting on the Costs o f Start-Up Activities
File Reference No. 4323

Dear Mr. Noll:
The Investment Company Institute is filing the attached comment letter on the proposed
SOP prior to the July 22 comment deadline so that our comments may be considered in
connection with AcSEC's review of the Investment Company Audit Guide. We understand
that AcSEC is scheduled to review a draft version of the guide, including the appropriate
accounting treatment of investment company organization costs, at its June 10 meeting. We
hope that our comments on the SOP will assist AcSEC in its deliberations on reporting the costs
of start-up activities.

Very truly yours,

Gregory M. Smith
Director - Operations/
Compliance & Fund Accounting

cc:

David Brumbeloe, AICPA
Steve Buller, Chair - AICPA Investment Companies Committee

©
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IN V E S TM E N T C O M P A N Y IN S TITU TE

June 5 , 1997
Mr. Daniel Noll
Technical Manager
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Reporting on the Costs o f Start-Up Activities
File Reference No. 4323

Dear Mr. Noll:
The Investment Company Institute1appreciates the opportunity to express its views on
the proposed statement of position relating to accounting for costs associated with start-up
activities (the "SOP"). If adopted, the SOP would require that entities expense costs of start-up
activities as they are incurred. The SOP narrowly defines organization costs, substantially
limiting the types of start-up costs that may be capitalized as an asset. Specifically, paragraph
nine of the SOP would limit organization costs to the costs of preparing (1) the entity charter;
(2) the partnership agreement; (3) the bylaws; (4) the minutes of organizational meetings; and
(5) the terms of original stock certificates.
Because of the unique manner in which investment companies are organized and
operated, the SOP would effectively cause the investment company's adviser or sponsor to bear
a substantial portion of the costs associated with organizing an investment company. We
believe this to be an unintended economic consequence of the SOP which should be addressed
prior to its issuance. Accounting policy should not require an investment company adviser or
sponsor to bear start-up costs which should be appropriately charged to the investment
company. Further, we believe that, in the case of investment companies, certain start-up costs
do entail "probable future economic benefits" within the meaning of FASB Statement of
Concepts No. 6 and should appropriately be capitalized as organization costs. Finally,
application of the SOP to existing investment companies that currently recognize organization
costs as an asset would result in an immediate decline in funds' net asset values to the
detriment of fund shareholders.
Organization of Investment Companies
Prior to their initial public offering of shares, investment companies typically incur
various expenses that are required to establish the company and legally equip it to engage in
business.2 These expenses typically include: incorporation fees; legal fees related to
1
The Investment Company Institute is the national association of the American investment company
industry. Its membership includes 6,309 open-end investment companies ("mutual funds"), 443 closed-end
investment companies and 10 sponsors of unit investment trusts. Its mutual fund members have assets of about
$3,631 trillion, accounting for approximately 95% of total industry assets, and have over 59 million individual
shareholders.
2
Investment companies include open-end funds, closed-end funds and unit investment trusts. Open-end
funds or mutual funds issue and redeem shares on demand at the current mark-to-market net asset value. Closed1401 H S T R E E T , N W
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2
organization and incorporation of the business, drafting bylaws, drafting administration,
custody and transfer agent agreements, preparing the initial registration statement to be filed
with the Securities and Exchange Commission; and, audit fees related to the audit of the initial
seed capital balance sheet. Currently, these costs are capitalized as organization costs and
amortized to expense over a period that commences with the initial public offering of the
company's shares. The amortization period is typically 60 months or less. Thus, all persons
who are shareholders in the fund during the amortization period bear their ratable portion of
the costs associated with organizing the company.
Prior to its initial public offering the investment company's adviser or sponsor will
capitalize or "seed" the fund with at least $100,000 in net assets, as required by the Investment
Company Act of 1940. In return, the adviser or sponsor receives shares in the company and is
its initial sole shareholder. The SOP would require a substantial portion of the start-up costs
associated with organizing an investment company to be expensed as incurred. However,
insofar as the adviser or sponsor is the sole shareholder of the fund when these costs are
incurred, the adviser or sponsor would bear these costs through a decrease in the value of its
investment in the fund. We believe this to be an unintended economic consequence of the SOP.
We believe it is inappropriate for accounting policy to dictate that the investment company's
adviser or sponsor bear these costs which are appropriately allocated to the fund and its
(public) shareholders.
The manner in which investment companies are organized and offer their shares can be
distinguished from companies in other industries, which typically have a history of operating
as a privately held entity before they offer their shares in an initial public offering. Under the
federal securities laws, an investment company cannot commence operations (i.e., publicly
offer its shares and invest the proceeds) until it has received clearance from the SEC. From a
revenue recognition/expense measurement standpoint, an investment company's operations
do not commence until after it receives clearance to offer its shares from the SEC and begins the
process of investing in securities. Only then does the investment company start to record the
receipt of dividends and interest on its portfolio securities and accrue management fees and
other expenses. Further, investment companies are externally managed, i.e., they have no
employees and all their operations are conducted by affiliated or independent third parties
such as investment managers, transfer agents and securities custodians.
SEC Consideration of Organization Expenses
The practice of capitalizing investment company start-up expenses as organization costs
has long been recognized by the SEC. As a condition of registration, the Commission requires
the financial statement footnotes to the seed capital balance sheet contained in an investment
company's initial registration statement to address the accounting policy for organization
expenses.3 Further, in a recent no-action letter, the Commission noted that open-end and
end fund shares are listed on an exchange or traded in the over-the-counter market. Like other publicly traded
securities, the market price of closed-end fund shares fluctuates and is determined by supply and demand. Unit
investment trusts buy and hold a relatively fixed portfolio of stocks, bonds or other securities and have a stated
termination date. Although trusts are required to redeem outstanding units on demand at their mark-to-market net
asset value, many UIT sponsors maintain a secondary market in trust units to avoid having to liquidate trust assets
to fund redemption requests.
See generic comment letter to investment company registrants from Carolyn B. Lewis, (January 3 , 1991).

3
closed-end investment companies bear their own organization costs and there is nothing in the
Investment Company Act that would prohibit a unit investment trust from bearing its own
organization expenses.4 The no-action letter noted that organization costs would typically
include the costs of preparing and printing the registration statement, trust indenture, and
other documents; registering its securities with the Commission and the states; and the initial
audit of the trust.5
Probable Future Economic Benefit
FASB Statement of Concepts No. 6 defines assets as "probable future economic benefits
obtained or controlled by a particular entity as a result of past transactions or events."
Concepts Statement No. 6 indicates that an asset has three essential characteristics: (a) it
embodies a probable future benefit that involves a capacity ... to contribute directly or indirectly
to future net cash inflows, (b) a particular entity can obtain the benefit and control others'
access to it, and (c) the transaction or other event giving rise to the entity's right to or control of
the benefit has already occurred. We believe that investment company start-up expenses do
entail probable future economic benefits and satisfy the three essential characteristics of an
asset.
Investment company start-up expenses are undertaken with an expectation that they
will generate future benefits, i.e., that the company will receive clearance to publicly offer its
shares and invest the proceeds. These expenses embody a future benefit that will contribute to
future net cash inflows in that they are a prerequisite to the investment company's
commencement of operations. Indeed, the investment company cannot publicly offer its shares
and receive cash inflows unless and until it receives SEC clearance. In this manner, investment
company start-up expenses are much like the limited definition of organization costs contained
in paragraph nine of the SOP. The investment company is the particular entity that controls the
benefit of start-up expenses incurred in that the clearance to sell shares applies to the company
(and not others). Finally, the transaction or other event giving rise to the right to control the
benefit has occurred, i.e., the investment company has undertaken the start-up expenses and
stands ready to realize the future benefit.
The SOP notes that various costs, such as research and development costs, are
undertaken with an expectation of future benefit. However, these costs are expensed on a
current basis because there is normally a high degree of uncertainty about the future benefits
associated with individual research and development projects. Further, there may be no direct
relationship between research and development costs and specific future revenues. Investment
company start-up expenses can be distinguished from research and development expenses or
other expenses that may entail future benefit. An investment company is not "organized" until
its registration statement is cleared through the SEC. The registration statement defines the
parameters of the fund's operations similar to the manner in which an entity's charter and
4

See letter to Pierre de St. Phalle from the Division of Investment Management, (May 9 , 1995).

5
In a subsequent letter, the SEC clarified its position that the costs of registering shares with the Commission
and the states do not qualify as organization costs and accordingly, require different accounting treatment. See
letter to investment company chief financial officers from the Division of Investment Management, (November 2,
1995).
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bylaws specify its prescribed activities. Further, an investment company's administration,
advisory, custody and transfer agency agreements are required to be filed as part of the
registration statement and should be considered an integral part of the organization process.
Accordingly, all costs associated with the development of an investment company's
registration statement and the related service agreements required for an investment company
to be registered with the SEC should be included within organization costs.
Effective Date and Transition
The SOP would be effective for financial statements for fiscal years beginning after
December 15,1997. Initial application should be as of the beginning of the fiscal year in which
the SOP is first adopted. In the event the SOP is adopted as currently proposed, investment
companies that currently recognize organization costs as an asset would be required to write
off this asset on the first day of their next fiscal year beginning after December 15. This would
result in an immediate decrease in the fund's net asset value as the SOP is applied. For certain
investment companies such write off could materially impact the fund's net asset value and its
investment performance to the detriment of the fund's shareholders.
Recommendations
The Investment Company Institute respectfully requests that registered investment
companies be permitted to capitalize and defer as organization costs all expenses associated
with organizing the company and preparing its initial registration statement including:
1. Incorporation fees
2. Audit fees related to initial registrations and seed capital audit
3. Legal fees related to:
•

organization and incorporation of the business

•

drafting bylaws and trust indentures

•

drafting administration, advisory, custody, transfer agent and other service
provider agreements

•

performing research and consultation services in connection with the initial
meeting of directors; and

•

preparing the initial registration statement.

We suggest that the definition of organization costs for registered investment companies, as set
forth above, be included in the Investment Company Audit Guide, which is currently under
review by AcSEC.

5
We view the SOP, at least when applied to investment companies, to be a solution in
search of a problem. We know of no concerns or abuses related to the capitalization of
organization costs, and, as to existing investment companies that currently recognize and defer
start-up expenses, the SOP would appear to harm investors more than it would help them. If
you have any questions or if you desire additional information, please call me at 202/326-5851.

Very truly yours,

Gregory M . Smith
Director - Operations/
Compliance & Fund Accounting

IN VESTM EN T C O M PAN Y IN S TITU TE
July 2 8 , 1997
Mr. Daniel Noll
Technical Manager
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Reporting on the Costs o f Start-Up Activities
File Reference No. 4323

Dear Mr. Noll:
The Investment Company Institute1wishes to supplement its earlier comment letter2on
the proposed statement of position relating to accounting for costs associated with start-up
activities (the "SOP"). If adopted, the SOP would require that entities expense costs of start-up
activities as they are incurred. The SOP narrowly defines organization costs, substantially
limiting the types of start-up costs that may be capitalized as an asset.
The SOP would be effective for financial statements for fiscal years beginning after
December 1 5 , 1997. Initial application should be as of the beginning of the fiscal year in which
the SOP is first adopted. In the event the SOP is adopted as currently proposed, investment
companies that currently recognize organization costs as an asset would be required to write
off this asset on the first day of their next fiscal year beginning after December 15. This would
result in an immediate decrease in the fund's net asset value as the SOP is applied.
Using Strategic Insight's Simfund database we have determined that the total
unamortized organization costs currently recognized as assets by mutual funds is
approximately $16,451,000. Since mutual fund shares are purchased and sold at the current
mark-to-market value of their net assets per share (i.e., the net asset value or NAV), adoption of
the SOP as currently proposed would result in the loss of more than $16 million by mutual
fund shareholders.
Recommendations
We continue to believe that registered investment companies should be permitted to
capitalize and defer as organization costs all expenses associated with organizing the company
and preparing its initial registration statement. We recommend that the Investment Company
Audit Guide, which is currently under review by AcSEC, clarify that investment company
start-up expenses, including the costs associated with preparing the initial registration
1
The Investment Company Institute is the national association of the American investment company
industry. Its membership includes 6,309 open-end investment companies ("mutual funds"), 443 closed-end
investment companies and 10 sponsors of unit investment trusts. Its mutual fund members have assets of about
$3,631 trillion, accounting for approximately 95% of total industry assets, and have over 59 million individual
shareholders.
2
See letter to Mr. Daniel Noll, American Institute of Certified Public Accountants from Gregory M. Smith,
Investment Company Institute (June 5 , 1997).
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2
statement to be filed with the SEC, be capitalized as organization costs and amortized over a
period of up to 60 months, consistent with current practice.
In the event that AcSEC does not concur with our recommendation, we suggest that the
SOP be applied prospectively to start-up costs incurred after the effective date. Such
application would allow currently recognized organization costs to continue to be recognized
as an asset (for no more that 5 years) and avoid a substantial loss in value of mutual fund
shares.

Very truly yours,

Gregory M. Smith
Director - Operations/
Compliance & Fund Accounting

cc:

Barry P. Barbash, Director
Division of Investment Management, SEC
Steven E. Buller, Chair
AICPA Investment Companies Committee
David Brumbeloe
AICPA

Author: PC:/O=GEORGE.R .FUNARO.&.CO.,P .C ./OU=Dl/CN=RECIPIENTS/CN=LOREDANA@upsmot05 at INTE
RNET
Date:
6/10/97 9:03 AM
Priority: Normal
TO: Daniel J. Noll at AICPA3
Subject: FW: Reporting the cost of start-up activities - File 4323- F
----------------------------------- Message Contents -----------------------------------Mr. Daniel Noll, Tech. Manager
American Institute of CPA
1211 Avenue of the Americas
New York, NY 10036

The proposed definition of organization costs in Paragraph 9 is too
restrictive.
The suggested expansion should be made to include an item (6) as follows: ...
(6) and tax and accounting consultation costs.
The reason why I feel this modification is necessary is that the items (1)
through (5) address the legal cost only in connection with organization. My
experience indicates that both tax and accounting consultation is very much
art of the organizational considerations.

Sincerely,
Thomas Marshall, CPA
Partner
George R . Funaro & Co., P .C .
Certified Public Accountants
One Penn Plaza, Suite 3515
New York, NY 10119
E-mail: funaro@msn.com
http:www.funaro.com

Cheesecake
Factory.
June 12, 1997
Mr. Daniel Noll
Technical Manager. Accounting Standards, File 4323
AICPA
1211 Avenue of the Americas
New York. NY 10036-8775
Dear Mr. Noll:
I would like to offer a point of view with respect to the exposure draft of April 22, 1997,
“Reporting on the Costs of Start-Up Activities.” My point of view will not reference
specific authoritative GAAP pronouncements or accounting theory. Instead, it is based
on over 20 years of financial and accounting experience with national retail and
restaurant chains - some of which were mature, “cookie cutter” operations and some of
which were immature, highly customized and complex operations.
I am totally in favor of improving the comparability of financial statements through the
elimination of diversities in financial reporting practices for similar entities or industries
to the extent practicable. Theoretically, this philosophy should apply to start-up and
preopening costs within the same industry. However, based on my experience, I have
concluded there may be legitimate reasons for diversity of accounting treatment for such
costs within an industry, and that GAAP should continue to provide for these reasons
when they materially impact the fair presentation of an enterprise’s overall financial
position and results. The following example may be helpful.
The chain restaurant industry consists of participants in different competitive niches at
different points on the maturation curve. For example, certain larger entities
(McDonald’s, Pepsico) are well established, mature “cookie cutter” or formula-based fast
food businesses with well-developed operating infrastructures. At this point in their
corporate lifecycles, adding new “cookie cutter" restaurants to an already established and
large base of existing restaurants effectively leverages their start-up and training
infrastructures. As a result, the cost of new openings is minimized and the speed of the
new restaurant development process is maximized. Furthermore, the aggregate start-up
cost itself is not material to the total financial results of these mature, established chains.
As a result, expensing such incremental costs when incurred is both convenient and
immaterial for these businesses.

26950 Agoura Road • Calabasas Hills, CA 91301 • (818) 880-9323 • FAX (818) 880-6501

My current company, The Cheesecake Factory, is also in the restaurant industry but is
representative of a much different competitive positioning and maturation level. When I
first joined the Company in 1995 (having come out of a mature, "cookie cutter"
business), I did not understand why certain start-up and preopening costs were deferred
and amortized over the 12 months after the opening of each restaurant. Now, I
understand and agree with that approach.
Our business is a chain of only 19 highly customized restaurants, with square footages
ranging from 5,000 to 24,000 (versus the standard fast food “footprint” of 2,000 or so).
Our menu is the most complex in the entire restaurant industry, offering over 200 items.
Our average annual sales per restaurant for 1996 was $9.3 million, versus $600,000 for
an average Pizza Hut or $1.5 million for an average McDonald’s. Each of our restaurants
employs over 200 people and requires 10-12 salaried managers, which is three to four
times the staffing requirement for most restaurants. The cost to recruit, train, and relocate
each management staff member is roughly $40,000. Therefore, the cost to recruit and
staff just one new restaurant with enough managers is $400,000. Additionally, the cost to
recruit and train our hourly staffs for each restaurant, as well as run "mock service” and
perform other start-up activities, can run an additional $300,000 per restaurant. Compare
this to the average out-of-pocket cost to start up a “cookie cutter” McDonald’s, which is
probably less than $20,000.
The Cheesecake Factory has been a public company for just four years, and has only 19
restaurants in operation. We can open only 5-6 new units per year with our current
infrastructure, which is very small. In fact, opening a new restaurant for this business
involves the entire infrastructure in a material way, from the CEO on down. There are
few industry CEOs I know of who personally manage each restaurant opening, other than
this situation. Net-net, the start-up and preopening process clearly involves the creation
of measurable future value to this business enterprise.
Start-up and preopening costs remain material to the financial results of this relatively
young business at this point. 1996 total revenues and net income were $160.3 million
and $5.9 million, respectively. Preopening expenses (pretax) were $5.6 million.
Eventually, as the established base of the Company’s restaurants continues to grow,
preopening expenses will be less material to our total results. I have observed that
industry participants often change their accounting for start-up costs to an expense-asincurred basis when this point is reached in their chain’s development.
The predictability of the timing of preopening expense amortization is critically
important to research analysts who follow the Company and develop earnings estimates
for investors. Expensing such costs as incurred could adversely impact the predictability
of earnings, which is important to managing investor expectations. Currently, the
deferral and amortization approach provides the most effective solution in this respect for
analysts and investors at this stage of our Company’s development.

I hope the foregoing illustration was helpful in pointing out two critical factors which
should be more carefully considered in AcSEC's deliberations on this issue.
•

Start-up and preopening costs in many instances have definite and measurable future
values and are distinguishable from certain advertising and R&D costs which have
undeterminable or highly judgmental future values.

•

There can be legitimate reasons for diversity in accounting for start-up and
preopening costs within the same industry, given the different maturation level and
competitive positioning of each entity. I believe that GAAP should continue to
provide appropriate flexibility to account for such diversities when clearly identifiable
and material in the circumstances. It should be left up to the management of each
entity to make this determination, together with their independent accountants.

I personally do not believe there should be any change in existing GAAP on this issue.

Gerald W. Deitchle, CPA, CMA
Executive Vice President and
Chief Financial Officer

INSTITUTE of
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COMMITTEE
1996-97 MEMBERS

June 26, 1997

L. Hal Rogero. Jr., C PA C hair
M e ad Corporation
D ayton, Ohio
V ictor H. Brown, CPA
G eorge Mason University
Fairfax, Virginia

Mr. Daniel Noll, Technical Manager
Accounting Standards, File 4323
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Mitchell A. Danaher, CMA
G eneral Electric C om pany
Fairfield. C onnecticut
Jerry W, DeFoor, CPA
Protective Life Corp.
Birmingham, A labam a

Dear Mr. Noll:

Nelson W. Dittmar, CPA
Coopers & Lybrand, L.L.P.
Jersey City, New Jersey

We appreciate this opportunity to comment on the AICPA’s proposed Statement
of Position (SOP) entitled “Reporting on the Costs of Start-up Activities.” We
agree in principle with the AICPA’s objective of eliminating diversity in the
accounting for start-up costs. Unfortunately, the guidance provided in the
proposal is insufficient for determining which costs are included within its scope.

Peter E. Jokiel. CPA
CNA Insurance Companies
C hicago. Illinois
Thomas H. Kelly. CPA
Schering-Plough C orporation
Madison, New Jersey

It would be difficult to apply the proposal to a very common occurrence in
practice - the construction of a facility:

Alfred M. King, CMA
Valuation Research C orporation
Princeton, New Jersey
John J. Lordan, CPA
Johns Hopkins University
Baltimore, Maryland

W ould the costs of making test runs on a newly constructed assembly
line be considered start-up?

Richard M a c c h ia, CPA
First D ata C orporation
Atlanta. G eorgia

Would the cost of training and the cost of test batches be considered
start-up if training and test batches were necessary in order to obtain a
license to operate the facility? (This is an example involving a
regulated facility.)

Joseph J. Martin, CMA
IBM C orporation
Armonk, New York
John J. Perrell III, CPA
A m erican Express C om pany
New York, New York
Philip A. Savas, CMA
Johnson & Johnson
New Brunswick, New Jersey
Randy J. Shearer. CPA
Bank o f Am erica
San Francisco, California
John E. Stewart, CPA
Arthur Andersen & Com pany. LLP
C hicago, Illinois
Norman N. Strauss, CPA
Ernst & Young, LLP
New York, New York

These are just a few of the questions raised by the proposed definition of start-up cost.
We believe the distinction should be that all direct costs incurred in the process of
building a new facility should be capitalized up to the point that the facility is ready
for its intended use. Start-up costs should be defined as those one-time costs incurred
after a new facility is ready for its intended use. We agree that those costs should be
expensed as incurred. It is not necessary to further define or clarify the phrase “ready
for its intended use” because it is already defined in Statement of Financial
Accounting Standards (SFAS) No. 34, “Capitalization of Interest Costs” (paragraph
18), which has been successfully applied since the issuance of SFAS No. 34 almost
20 years ago.

Edward W. Trott, CPA
KPMG Peat Marwick, LLP
New York, New York
Staff M anagem ent A ccounting Practices
Louis Bisgay, CPA Director

10 Paragon Drive • Montvale, New Jersey 07645-1760
(800) 638-4427, Ext. 215 • Fax (201) 573-0639

W e believe our recommendation is supported by SFAS No. 34. SFAS No. 34 states that “the
historical cost of acquiring an asset includes the costs necessary to bring it to the condition and
location necessary for its intended use” (paragraph 6). It further stated “the objectives of
capitalizing interest are to obtain a measure of acquisition cost that more closely reflects the
enterprise’s total investment in the asset...” (paragraph 7). SFAS No. 34 goes on to define
“activities necessary to get the asset ready for its intended use” as follows: (paragraph 17) “The
term activities is to be construed broadly. It encompasses more than physical construction: it
includes all the steps required to prepare the asset for its intended use... it includes the
development of plans or the process of obtaining perm its... it includes ...activities undertaken to
overcome unforeseen obstacles such as technical problems, labor disputes, litigation.
Our final comment deals with transition. W e believe 1998 is too early to require adoption by
calendar year companies. It will take a significant amount of time and effort for companies to
revise procedures and gather the necessary data from prior years to comply with the proposed
catch-up adjustment.
W e would be happy to provide any additional information that the AICPA staff or the start-up
cost task force may wish to consider regarding our comments.
Very truly yours,

L. Hal Rogero, Jr.
Chairman
Financial Reporting Committee

comment.aicpa.rcsa.frc
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BOB D. CARLTON, MBA, CPA
231 Brittany Court
Euless, Texas 76039
Home: (817) 545-6377
Work: (972)448-5427
June 24, 1997
Mr. Daniel Noll
Technical Manager, Accounting Standards
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE: Exposure Draft - Proposed Statement of Position - File Reference 4323,
Reporting on the Costs of Start-Up Activities
Dear Mr. Noll:
I am responding to the Proposal referenced above. My comments only address
Issue #2 presented at the beginning of the Proposal.
Issue #2
Should the cost of start-up activities be expensed as incurred, or
should they be capitalized and amortized over some period? If capitalized, what
probable future economic benefits do those assets represent? Over what period
should those costs be amortized?
It is my contention that where defined sales contracts exist, especially “cost-plus
a profit” long-term contracts commonly used by suppliers to the utility industry,
start-up costs can be tied to the future economic benefit of receiving revenues
over the life of such contract sand deferral should be allowed. Costs should be
amortized over the life of such sales contracts.
Contrary to AcSEC’s belief regarding indeterminate lives and arbitrary
amortization periods stated in Paragraph 34 of the proposed SOP, I believe that
AcSEC should allow capitalization or start-up costs in those situations where a
specific period benefited can be identified, as the amortization period would not
then be arbitrary. This is the case for start-up costs incurred under the
aforementioned sales contracts which have defined sales periods.
Further, when a company’s stock or assets are purchased in an acquisition, a
premium is often paid for the value of intangible assets, including start-up costs
that have been incurred prior to the acquisition. That premium, called “goodwill”,
is capitalized and amortized over a period of forty (40) years. Since a value is
attached to goodwill, there must be an inherent value in the start-up costs

Mr. Daniel Noll - Page 2
included in said goodwill. The logic that follows is that start-up costs should be
accounted for similarly to goodwill.
Finally, the multi-national nature of most of today’s publicly traded business and
the global economy’s integrated, computerized capital markets make it important
that we consider changes to our U. S. accounting standards in light of existing
international accounting standards. I understand that Canadian accounting
principles allow the capitalization of start-up costs. I am unfamiliar with other
countries practices, but I do believe this is factor worthy of consideration.
In conclusion, I believe I have presented viable reasons for the capitalization
and amortization of start-up costs. I sincerely appreciate this opportunity to
comment, and I hope these thoughts are useful in your deliberations.

Very truly yours,

Bob D. Carlton

V. L. AULD & ASSOCIATES
CERTIFIED PUBLIC ACCOUNTANTS
112 FOUNTAIN BEND DRIVE
LAFAYETTE, LOUISIANA 70593

Telephone (318) 984-9717
Fax (318) 984-5544

V. L. Auld, C.PA.
Van L. Auld, C.PA.

June 25, 1997

Mr. Daniel Noll, Technical Manager
Accounting Standards, File 4323
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Noll:
RE:

Comments to the Exposure Draft “Proposed Statement of Position, Reporting of the Costs of
Start-up Activities"

General:
The writing style in this exposure draft is showing improvement.
Comments follow the proposals as titled.
1.

As written:
The Accounting Standards Executive Committee (AcSec) has on its agenda a series of
projects on reporting the costs of activities, such as start-up, training, customer acquisition,
and similar activities, that are undertaken to create future economic benefits.
Re-written:
On the agenda of the Accounting Standards Executive Committee (after this called AcSec) is
a series of projects. These include reporting the costs of business start-up, training,
customer acquisition, and similar, which create future economic benefits.
Comments: The re-written text breaks this long sentence into two parts, taking out two
“activities” with a general shorting and rearrangement.

5.

As written, definition, normal productive capacity (footnote #2):
“The average level of operating activity that is sufficient to fill the demand for an entity's
products or services over a period of time.”
Comments: Too indefinite.
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5.

Cont’d.
Re-written:
The point when no additional costs are necessary to sustain demand for an entity’s products
or services.
Comments: This is difficult to define; “normal productive capacity" will always remain a vague
moment.

13.

Accounting for Start-Up Costs
As written:
Costs of start-up activities should be expensed as incurred.
Re-written:
Start-up costs should be expensed as incurred, or;
Expense ail start-up costs as incurred.
Comments: The second re-write “expense ail start-up cost" may be untrue in some situations.

26.

As written:
•
Pre-opening/pre-operating costs are incurred before the commencement of
operations or production.
•
Start-up costs are incurred after operations have begun, but before normal productive
capacity is reached.
Comments: The difference between pre-opening/pre-operating and start-up costs feels
vague. Especially, deciding when “before the commencement of operations," “after
operations have begun," and “normal productive capacity" (see comment on ¶5) occur. For
small businesses, primarily retail, a defining moment is when goods or services are available
for sale.

Sincerely,

ELCO R
c o r p o r a t io n

LEONARD R. HARRAL, CPA

14643 Dallas Parkway, #1000, Dallas, Texas 75240-8871

Vice President and C hief A ccounting O fficer

(972) 851-0500

July 1, 1997

Mr. Daniel Noll
Technical Manager, Accounting Standards
File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
N ew York, NY 11036-8775
Dear Mr. Noll:
The purpose o f this letter is to provide comment on the exposure draft o f a proposed Statement o f
Position (SOP), “Reporting on the Costs o f Start-Up Activities” dated April 22, 1997. These specific
comments relate to issue (2) o f the exposure draft, which “requires that entities expense costs o f start
up activities as they are incurred.”
W e concur that expensing start-up costs as incurred is appropriate in many situations. These
situations include, b ut are not limited to, costs incurred in introducing new products or services,
expanding business operations in a new territory or with a new class o f customers, modifying or
expanding existing facilities, and commencing some new operation.
However, Elcor Corporation is in strong disagreement that start-up costs, as defined in the proposed
SOP, should be required to be expensed in connection with the construction and opening o f major
new facilities. We believe that expensing such costs in this situation
(1)
(2)
(3)

arbitrarily penalizes companies that construct rather than purchase
major facilities,
is inconsistent with the fundamental concept o f matching revenues
with related costs and expenses, and
is directly contradictory to the conclusions reached in Statement o f
Financial Standards No. 34, “Capitalization o f Interest Cost.”

These points are discussed in the following paragraphs.
Some companies, including Elcor Corporation, have a business philosophy to construct new facilities
rather than to purchase existing companies or facilities. Typically, for smaller companies, the
construction o f major new facilities is a significant, expensive and infrequent event. Although the
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construction o f a new facility can often be riskier than purchasing an existing facility, it may have
certain competitive advantages. For example, being actively involved in the design and supervision
o f the construction o f a new facility provides enhanced understanding o f the facility and creates the
opportunity for a more long-term efficient operation. Further, the company may be able to gain
significant competitive advantages by bringing to bear management and/or technological expertise
in the design and construction o f new facilities. However, this approach typically results in a
company incurring substantial preoperating and start-up costs. The proposed SOP severely limits a
company’s ability to justify expansion as a result o f the penalty in the financial marketplace it will bear
as a result o f significantly reduced earnings during the construction and start-up phase resulting from
expensing start-up costs. For large companies, the impact o f expensing start-up costs may not be
material to that company’s operations. For smaller companies, such costs can be very significant and
can severly distort operating results. A requirement to expense such costs could severely limit a
smaller company’s ability to compete in the marketplace with companies having significantly more
financial resources.
Second, the proposed SOP is inconsistent with the fundamental concept o f matching revenues with
related costs and expenses. Typically, start-up costs are direct, incremental costs that can be
segregated from a company’s ordinary, recurring operating expenses. These start-up costs represent
expenditures directly relating to the construction and preparation o f a major new facility for
operation. As such, they are not really different from, nor less critical than the cost o f acquiring
machinery and equipment or construction o f a building, all o f which are capitalized and depreciated
over the life o f the asset. The future economic benefits o f such costs are measured by the probable
and potential profitability o f the manufacturing facility to which the expenditures relate. Therefore,
the capitalization o f start-up costs and amortization over the expected life o f the asset provides for
an economic matching o f revenues and costs, which is a fundamental accounting concept. Further,
the proposed SOP could create material distortions o f operating results in years in which major new
facilities are being constructed. Such distortions will misinform and confuse the reader o f the
Company’s financial statements as to the Company’s true operating results and economic
performance.
Finally, the proposed requirement to expense start-up costs incurred in connection with the
construction o f major new facilities is, in our opinion, inconsistent with the conclusions reached in
Statement o f Financial Standards No. 34, “Capitalization o f Interest Cost.” Specifically, paragraphs
6 and 7 state:
6.

The historical cost o f acquiring an asset includes the costs necessarily incurred to
bring it to the condition and location necessary for its intended use. I f an asset
requires a period o f time in which to carry out the activities necessary to bring it to
that condition and location, the interest cost incurred during that period as a result o f
expenditures for the asset is a part o f the historical cost o f acquiring the asset.

7.

The objectives o f capitalizing interest are (a) to obtain a measure o f acquisition cost
that more closely reflects the enterprise’s total investment in the asset and (b) to
charge a cost that relates to the acquisition o f a resource that will benefit future
periods against the revenues o f the periods benefited.
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Assets qualifying for such accounting treatment are defined in paragraph 9 as follows:
a.

Assets that are constructed or otherwise produced for an enterprise’s own use
(including assets constructed or produced for the enterprise by others for
which deposits or progress payments have been made.)

b.

Assets intended for sale or lease that are constructed or otherwise produced
as discrete projects (e.g., ships or real estate developments).

We strongly believe these conclusions also apply directly to start-up costs incurred in connection with
the construction o f major new facilities.
Elcor Corporation strongly recommends that the same criteria identified in Statement o f Financial
Standards No. 34 be utilized in identifying those situations when capitalization o f start-up costs is the
more appropriate accounting treatment.
Very truly yours,

Leonard R. Harral
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V anderhorst & M anning C PA s , LLC
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Ronald C. Vanderhorst CPA

John M. Manning, CPA

John C. Bensman, CPA

Sandra L. Comer, CPA

John M. Keller, CPA

Members o f American Institute and Ohio Society o f Certified Public Accountants

June 18, 1997
Daniel Noll, Technical Manager
Accounting Standards, File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
N ew York, N.Y. 10036-8775
re: Proposed Statement o f Position, Reporting on the Costs o f Start-Up Activities
D ear Mr. Noll:
This letter is to express our opposition to the Proposed Statement Position (SOP) to
require all start-up costs as defined, to be expensed as incurred. W e believe that start-up costs
related to a specific production contract should be capitalized and amortized over the life o f the
contract.
Paragraph 14 o f the proposed SOP amends SOP 81-1 “Accounting For Performance o f
Construction-type and Certain Production-type Contracts”, to provide for start-up costs to be
expensed as they are incurred. Start-up costs incurred with certain production type contracts will
benefit future periods. Under the matching principal o f costs with revenue, these start-up costs
should be capitalized and amortized over the life, which is determinable, o f the contract. The
amortization method could be done on a straight-line basis or over the units to be produced.
In paragraphs 32, 33, 34, and 35 o f the proposed SOP, AcSEC discusses and concludes
that an entity is unable to determine future periods to be benefited with the start-up cost. AcSEC
further determines that the future economic benefits resulting from costs o f start-up activities have
indeterminate lives and if those costs were capitalized, amortization periods would be arbitrary.
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W e believe start-up costs related to specific production type contracts have determinable lives, i.e.
based on contract life or units to be produced, and as such should be capitalized and amortized
over the life o f the contract.
The proposed SOP’s requirement to expense all start-up costs will create an unreasonable
burden on small companies who enter into specific production contracts which require start-up
costs. Expensing o f the start-up cost on specific production contracts as incurred, will make
obtaining funds to begin and sustain production at the beginning o f these contracts difficult.
Also, in many cases, it will require the small company to revise its compensation arrangements
which could result in substantially unnecessary costs.
We believe AcSEC should revise the proposed SOP to permit capitalization o f start-up
cost related to specific production contracts. In addition, the proposed SOP should require
notable amortization o f these start-up costs over the period to be benefited.

Sincerely,

Sandra Comer, CPA

John Manning, CPA

J ohn Bensman, CPA

John Keller, CPA

LOPATA,
FLEGe L,
HOFFMAN &
COMPANY

Suite 1204
St. Louis, Missouri 63101
314 241-8881
Fax 314 241-8842

LLP

Accountants and Management Consultants

June 30, 1997

Mr. Daniel Noll, Technical Manager
Accounting Standards, File 4323
AICPA
1211 Avenue o f Americas
New York, New York 10036-8775
RE: Exposure Draft Proposed Statement o f Position - Reporting on the Costs o f Start-Up Activities
Dear Mr. Noll and AcSEC:
I am writing to voice my opposition and that o f several clients o f our firm to the Proposed SOPReporting on the Costs o f Start-Up Activities. These clients include multi-location restaurants and
a national baggage handler at several U.S. airports.
When these businesses expand, they incur significant preopening and preoperating costs. These costs
include, but are not limited to, salary-related expenses for hiring, training, and drug and security
testing. Other significant costs can include travel for existing personnel and many other costs o f
preparing a facility for operations.
Our clients’ practice has been to amortize these costs over documented estimated useful lives. In fact,
in the case o f the baggage handling entity, there are fixed term contracts, and in the restaurant
industry there is statistical information available to assist in this determination. As auditors, we
evaluate management’s estimate o f these service lives.
Paragraph 33 o f the Exposure Draft states “AcSEC believes that no evidence has been identified that
demonstrates a direct causal relationship between start-up costs incurred and related future economic
benefits; therefore, AcSEC reasons that those costs should be expensed as they are incurred.” We
do not believe that reasoning is consistent with other accrual accounting concepts. We are not
discussing research and development costs that may or may not result in a revenue stream. We are
discussing actual costs o f preparing to start a revenue stream on a planned opening date. This seems
to us to fall directly under the basic matching concept, and certainly meets the direct causal
relationship criteria stated in paragraph 33.
In surveying other companies in similar industries, we have found it is industry practice to amortize
these costs over reasonably short periods once operations have commenced.
Finally, and most important, we simply do not believe it is our profession’s role to limit the nation’s
general economic growth. The immediate and direct reduction o f earnings o f the significant dollars
it takes to expand the businesses I have listed will certainly impact their ability to raise the necessary
capital for growth. These preopening and preoperating costs o f the service businesses described are
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not that different from capitalizable costs o f other types o f businesses. With significant reductions
to earnings and equity, expanding businesses could violate loan covenants, lower their P/E ratios,
lower their EPS, and in general negatively impact every numerical measurement used by lending
institutions and financial markets to provide the funds necessary for all o f our clients to grow.
We recommend that preopening and preoperating costs be capitalizable for businesses which can
reasonably estimate a matching revenue stream and a useful service life in a rational and systematic
manner.
I appreciate the AcSEC accepting comments on this highly controversial subject. Quite frankly, I am
surprised that this far reaching opinion has not received considerably more attention in the business
media. Thank you for consideration o f my comments. I can be reached for further discussion at
(314) 241-8881, or at LFH @ Il.net.
Very truly yours,
LOPATA, FLEGEL, HOFFMAN & COMPANY LLP

Allan S. Epstein
Partner
dr
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July 8, 1997
M r. Dan N o ll
Accounting Standards D ivision
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
N ew Y o rk, N Y 10036-8775
Dear M r. N o ll:
The Accounting Policy Committee (APC ) o f R M A , “ the organization o f lending and credit risk
professionals,” is pleased to comment on the Accounting Standards Executive Committee’ s
(AcSEC) Exposure D raft o f Proposed Statement o f Position (SOP), Reporting on the Costs o f
Start-Up Activities (ED ). R M A is an association representing over 18,000 lending and credit risk
officers from institutions across N o rth America responsible fo r approximately eighty percent o f
total banking assets. The APC is the R M A committee charged to w o rk fo r the continuous
improvement in the quality o f financial inform ation available to credit grantors. O ur responses on
accounting and financial reporting issues are, therefore, prim arily from the financial statement
users' perspective and, more particularly, from the perspective o f those who lend o r participate in
the lending and credit process.

General Comments
On February 2, 1996, members o f the APC and its Chair at that time communicated their views
on the accounting treatment o f start-up costs to AcSEC’ s Start-Up Costs Task Force. W e are
pleased to see that the current E D takes positions that agree in most part w ith the views
expressed in our February 2, 1996, letter. Because that letter was a private communication, we
repeat herein some o f its language. For example, there was unanimity w ithin the APC that:

“start-up costs are not assets. [The] reasoning is that these costs have no value except to the
enterprise which incurred them. They could not be sold to another enterprise nor could any cash be
received from them in an alternate use. Lenders look to hard assets and, in their analyses,
generally disregard amounts reported as intangible assets.”
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We do have concerns about the lack o f specific disclosure requirements in the current ED. In our
February 2, 1996 letter to the Start-Up Costs Task Force we stated:
“However, credit analysis demands that lenders appraise both the amounts and the purpose for
which their customers spend money, often borrowed money. Thus it is important that information
regarding the amounts spent for start-up activities be reported separately from the costs of ongoing
or continuing economic endeavors. As one [APC member] said, ‘The costs don’t have value. But,
we certainly want to know how much they are spending and what they’re spending it for.’”
Those quotations provide some background to our specific responses below to the four questions
set out in the ED under the heading, “Areas Requiring Particular Attention by Respondents.”

Responses to Specific Questions

(1) This proposed SOP broadly defines start-up activities and provides examples of costs
that are and are not within the scope of this proposed SOP. Is the guidance sufficient to
help entities determine what costs are included in the scope of this proposed SOP? If
not, what additional guidance should be included?
Our review o f the definition o f start-up activities and the examples provided in the ED indicates
that they are very helpful., We hope they will be sufficient and believe they ought to be. AcSEC
is furthering the cause o f comparability, a staple o f financial analysis, by establishing this guidance.
The Proposed SOP brings a commonality o f definition and accountability to an area o f accounting
and financial reporting that currently embraces a vast diversity o f terminology and practices.

(2) This proposed SOP requires that entities expense costs of start-up activities as they are
incurred. This proposed SOP would amend the guidance related to start-up costs in
SOP 81-1, Accounting fo r Performance o f Construction-Type and Certain
Production-Type Contracts; SOP 88-1, Accounting f o r Developmental and Preoperating
Costs, Purchases and Exchanges o f Take-off and Lending Slots, and Airframe
Modifications; Audit and Accounting Guide, Audits o f Casinos; Audit and Accounting
Guide, Construction Contractors; Audit and Accounting Guide, Audits o f Federal
Government Contractors. Should the costs of start-up activities be expensed as incurred,

or should they be capitalized and amortized over some period? If they should be
capitalized and amortized, what probable future economic benefits do those assets
represent? Over what period should those costs be amortized?
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We reiterate our general comments that we believe the costs o f start-up activities are not assets
and should t herefore be expensed as incurred. Furthermore, w e believe there is no reason to
support different accounting for the costs o f start-ups that are extensions o f existing economic
activities versus those that precede the start o f entirely new activities. In fact, the APC believes
that in many cases it would be very difficult to draw a line separating those tw o types o f start-up
activities.
With respect to your questions about what types o f costs should be capitalized, and over what
period "those costs should be amortized, We believe th ey are essentially unanswerable. The
answers would be arbitrary and very difficult to deal with in an attestation engagement. Finally,
even if capitalization were to occur, most credit analysts would disregard the recorded assets and
consider them worthless in a credit appraisal setting.

(3) This proposed SOP does not require disclosure of start-up costs in an entity's financial
statements. Should the proposed SOP require any disclosures in the financial
statements?
As we stated in our general comments above, we believe disclosure o f the amounts and purposes
o f an enterprise's expenditures are both relevant and important to credit analysis. We realize that
the practice o f financial reporting is imprecise. Even though start-up costs should not be recorded
as assets, they still are incurred with the expectation (or at least the hope) o f generating future
economic benefits. It is in the interests o f both preparers and users o f financial statements to
know how much o f an enterprise's reported expenses represents something other than the costs o f
ongoing activities. As an example, it always is useful for us to see the period-by-period amounts
o f advertising expense. Advertising is an expense that contributes to the production o f current
period revenues, but it also tends to build values for the future. Yet, both AcSEC and the APC
agree that advertising expenditures are not assets. However, their characteristics virtually demand
separate disclosure. The same goes for start-up costs.

(4) Though the financial reporting of organization costs are not addressed in the proposed
SOP, AcSEC has purposely defined those costs more narrowly than the definition in the
Internal Revenue Code: As a result, the proposed definition may cause temporary tax
differences related to organization costs. Should organization costs be included in the
scope and subject to the provisions of the proposed SOP? If not, should AcSEC define
those costs in this document? Do you agree with the proposed definition of
organization costs in paragraph 9? Is the definition too broad or too restrictive? Why?
If you do not agree with the proposed definition and you believe organization costs
should be defined in this document, please provide a definition.
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The APC believes that the definition o f organization costs used in the ED is commendable. There
is no reason why firiancial'accountingandthe tax law should agree, and t here are many good
reasons why they should not. By setting out a narrow and restrictive definition o f organization
costs, the AcSEC gives us assurance that what really are start-up costs will not find their way
onto the asset side o f the balance sheet in the form o f organization costs.

Concluding Remarks
Our observationof the recent work of AcSEC is' that this is o ne more instance o f its proposing a
standard to remove questionable intangible “assets” from the balance sheet. W e realize that, from
a conceptual point o f view, there could be considerable support for requiring some o f these costs
to be capitalized. However, as a practical matter, such assets have no value in analysis and only
serve as clutter that must be removed in the analytical process. Furthermore, it is our observation
that when such assets do have real value they tend to be written off quickly against the revenue
flows they are producing. It is when they do not have value that they tend to linger on the
balance sheet because there is little revenue against which they may be expensed. In this case, the
practical considerations overwhelm the theoretical.
On behalf o f RMA, the Accounting Policy Committee appreciates the opportunity to respond
to the Accounting Standards Executive Committee’s Exposure Draft o f Proposed Statement o f
Position, Reporting on the Costs o f Start-Up Activities (ED). The APC would be pleased to
answer any questions you or members o f the AcSEC or its Start-Up Costs Task Force may have
concerning the views expressed in this letter.

Douglas F. Nelson, CPA
Chairman, Accounting Policy Committee
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Mr. Daniel Noll, Technical Manager, Accounting Standards
File 4323
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re: Proposed Statement of Position - Reporting on the Costs of Start-up Activities
Dear Mr. Noll:
We are pleased to submit our comments related to the aforementioned Proposed Statement of
Position (SOP) on behalf of the New York State Society of Certified Public Accountants. The
comments were developed by the Financial Accounting Standards Committee of the Society. A section
developed by the Publishing and Printing Accounting Committee of the Society is also included.
The following relate to the four issues on which comments were requested.
Issue (1 ) The Committee believes that the guidance to help entities determine those costs that are
included in the scope of the Proposed SOP is sufficient, but suggests that the illustrations, in the
Appendix, be reviewed and revised. For instance in Illustration 2, salary-related costs of personnel,
who devote 100% of their time to the changeover are included as start-up costs. The inference may be
drawn that the salary-related costs of personnel who devote less than 100% of their time would not be
included in start-up costs.
Issue (2) The Committee agrees that the costs of start-up activities should be expensed as incurred. It
believes, however, that Illustration 3, in the Appendix, would tend to support a policy for capitalization,
particularly for companies with restaurants that have developed a record of success. The Committee
was also struck by the dichotomy of an accounting policy that would capitalize the costs of tangible
assets (long-lived assets) and expense the costs of intangible assets (start-up costs) in such situations.
Issue (3) The Committee believes that disclosure of start up costs should not be required. Because the
proposal does not prohibit such disclosures, the Committee believes that there is enough flexibility
under existing standards for entities that desire to disclose start-up costs.

Issue (4) The Committee agrees with the exclusion of organization costs from the scope of the
Proposed SOP. The Committee believes that accounting for organization costs does not represent a
practice problem, and the Committee also believes that the Proposed SOP should not define these
costs. Therefore, the Committee suggests that Paragraph 9 should contain only the first sentence, and
the remainder of the paragraph should be deleted.
The following are other comments related to the proposed statement.
Paragraphs 12 and 14 through 18 indicated that various SOPs and AICPA Audit and Accounting
Guides would be amended as the result of the issuance of the Proposed SOP. The Committee believes
that there may be industries included in this group where the present accounting may be preferable to
that being proposed. The Committee suggests that the aforementioned paragraphs be deleted, and the
individual Industry Committees of the Accounting Standards Division of the AICPA be requested to
review the applicable accounting in light of the issuance of the Proposed SOP. The Committee believes
that the applicable literature should be amended, if deemed appropriate, through the issuance of
amended Audit and Accounting Guides etc. by the various Industry Committees.
Paragraph 29 could be read as an invitation to avoid expense recognition by finding another vehicle to
capitalize start-up costs. A sentence should be added that such capitalization is subject to normal
GAAP requirements, and that such concepts as the lower of cost or market, realization and impairment
must be considered.
The following are the comments of the Society’s Publishing and Printing Accounting Committee.
■

The Committee is concerned with the scope of the proposed SOP. It believes that it is too
broad, and that the definition of a new product, as it relates to publishing, should be clarified.
Examples:
Is a new book (new title) a new product?
If a textbook publisher previously published only science books, is the publication of a
language book a new product?
If a publisher of a sports magazine for men decided to publish a sports magazine for
women, is this new magazine a new product?
If a publisher of industrial directories for the Northeastern United States publishes a
new directory for the Southeastern United States, is the new directory a new product?

■

The Committee suggests the following phrase be added to the third bullet of paragraph 8 of the
proposed SOP after the word “inventory,”—“including costs that are similar to inventory, but
not classified as such in the financial statements of certain industries, e.g., the publishing
industry,...”

■

The Committee believes that the Proposed SOP should clarify whether royalty advances to
authors are within the scope of the SOP.

We hope these comments have been helpful. If you wish to pursue these items further, please inform
us, and we will request that a member of the applicable Committee contact you.
Very truly yours,

John J. O'Leary, CPA
Chair, Financial Accounting Standards Committee

cc: Accounting and Auditing Committee Chairs

Walter M. Primoff, CPA
Director, Professional Programs

June 24, 1997
Mr. Daniel Noll
American Institute o f CPAs
1211 Avenue o f the Americas
New York, NY 10036-8775
Dan:
The Accounting Standards Committee o f the Maryland Association o f CPAs
would like to respond to the Accounting Standard Executive Committee’s proposed
Statement o f Position, "Reporting on the Costs o f Start-up Activities". Our committee's
membership is a mixture o f mostly small firm practitioners, as well as an academician, an
individual from a Big Six accounting firm, another from the Securities Exchange
Commission, and an individual from the user community.
At the outset, we would like to commend AcSEC for trying to lend consistency
to an area that begs for less diversity in practice. For the most part, the Committee agreed
with the approach taken by AcSEC with this proposal; however, there were some areas o f
debate. We have several suggestions we would like to make with regard to the issues
outlined by AcSEC.
1. Is the scope sufficiently defined in the proposed SOP? The Committee
believed that the approach taken by AcSEC - a broad, general definition o f start-up
costs, complete with examples - was the right approach to take. A "bright line" standard
might not produce the intended results when applied in practice.
The Committee did have reservations about Paragraph 5: as a group, we
believed that the paragraph should state that "start-up activities relate to the periods
before an entity commences operations or production." We would be in favor o f
eliminating the rest o f the paragraph. Our group believed that firms might want to
address performance issues in Management's Discussion & Analysis, and would
disclose start-up costs therein. Allowing the definition o f start-up costs to include the
period after operations have commenced would be quite nebulous; we believed that
readers o f financial statements could never be quite sure that the period from start-up to
the attainment o f "normal productive capacity" was not being encapsulated longer than
it really should. Discussing it as an isolated component would make other earnings look
better. Frankly, the concept o f "normal productive capacity" bothered us; we felt its
presence in codified GAAP would make it too easy to come up with a performance
excuse.
Consistent with this comment, we believed that the "normal productive
capacity" examples should be excised from the illustrations.
2. What's the right accounting policy to be decided in this proposed SOP?
Most members o f our committee believed that the "expense" policy espoused in the
proposal was the best policy, given that the benefits provided by start-up costs could
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not be related to any specific future period. Several members were undecided; one
member supported the notion o f start-up cost capitalization on the grounds that they are
intangibles that benefit the future use o f an asset - much the same as internally
developed software, which can be capitalized and charged to specific future periods and
subject to net realizable value testing. This member believed that expensing start-up
costs is somewhat inconsistent with the capitalization principles espoused in AcSEC's
recent exposure draft on the capitalization o f internally developed software.
3. M ust start-up costs be disclosed? The committee agreed that any disclosures
about start-up costs should be optional - and should be done outside o f the footnotes,
in a document such as the MD&A. The group believed that if they were truly significant,
firms would want to disclose them as an explanation for their performance - hence, our
comments above. I f such costs were not significant, readers wouldn’t have much need for
them and firms would be unlikely to disclose them. In such a case, everybody is satisfied.
4. Should the definition o f organization costs in this proposed SO P be more
synchronized with the definition o f organization costs in the Internal Revenue Code?
The group felt that it was necessary for AcSEC to include a definition o f organization
costs in order to adequately define the scope o f the project. The committee also believed
that the definition o f organization costs should be amended to include costs associated
with regulatory licenses and other forms o f legal registration, without which a firm could
not legally begin operations. These kinds o f costs are noted in Illustration 5 as being
outside the scope o f the proposal; we believe that they belong under the heading o f
organization costs and are important enough to be specifically mentioned in the SOP's
definition o f organization costs.
We appreciate having had the chance to comment on this proposed standard.
Should you need to discuss our remarks, please do not hesitate to call.

Sincerely,

Judith Barnhard
Committee Chairman

THE

AEROSTRUCTURES
CORPORATION

Brian C. James
Vice President
Finance

1431 Vultee Boulevard
Nashville, Tennessee 37217
(615) 360-4144
Fax: (615)361-2041

July 18, 1997
97-BJ-094

Mr. Daniel Noll
Technical M anager
Accounting Standards, File 4323
A IC P A
12 11 Avenue of the Americas
N ew York, N Y 10036-8775
Dear Mr. Noll:
Our company, one involved in aircraft/airframe manufacture, would like to
comment on the exposure draft on start-up activities and provide the following for
your consideration:
We believe the guiding premise for our industry’s use of long-term accounting
practices hinges on the concept of matching revenues and expenses in an
appropriate period. This methodology reflects the generally large and long-term
investments made in equipment, facilities, tooling, engineering design and people
related to production programs which by nature and size will span a considerable
period of time. Also, it is certain that, due to the size of the investment, its pay
back and yield occurs over a decade and more reflecting the very nature of our
industry whose products have a life cycle of decades length. For example, we have
been producing one model of aircraft parts for over 40 years. Another factor
influencing the use of long-term accounting methods reflects the industry and
customer tradition to price products over a long period by average pricing hundreds
of units and amortizing certain non-recurring expenses over units to be delivered in
the future on a pace influenced by new aircraft demand.
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Further, the draft language is quite undear as it pertains to our industry, and it’s
application via the examples is confusing. Terms used in the draft guidance are not
well defined and m ay have a different m eaning in our business than was or is
intended b y the authors. The issues our industry faces are not addressed, neither
in the exposure draft directly nor the examples. I recommend this issue receive
further clarification as it relates to our industry so that more focused guidance be
provided.
I thank you for takin g m y comments.
Very truly yours,

THE AEROSTRUCTURES CORPORATION

Brian James
Vice President, Finance
BJ/sgd

Citibank, N .A .

Roger W Trupin
Controller

399 Park Avenue
New York, N Y
10043

citibank

July 18, 1997
Mr. Daniel Noll
Technical Manager, Accounting Standards
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Re: File 4323, Reporting on the Costs of Start-up Activities
Dear Mr. Noll:
Citicorp appreciates the opportunity to participate in the accounting standard-setting process
and comment on the Proposed Statement of Position (SOP), Reporting on the Costs o f Start
up Activities.
We generally support the provisions of the proposal that would require companies to expense
all start-up costs. We agree with your rationale that there is no reliable way to associate start
up costs directly with the related future economic benefits or to determine a meaningful
amortization period and, therefore, there is insufficient justification for recognizing an asset.
Although we do not object to the Accounting Standards Executive Committee’s (AcSEC)
addressing the accounting for start-up costs, we believe that this SOP addresses just one
component of a much broader area of concern, accounting for intangible or “soft” assets.
This area includes the accounting for goodwill, as well as start-up costs, organization costs,
advertising, software development costs, and other intangibles. We believe this topic should
be addressed as a whole by the Financial Accounting Standards Board, rather than being
addressed piecemeal by AcSEC, so that the accounting that emerges will have a sound and
consistent theoretical basis.
We believe that there is no significant distinction between start-up costs and organization
costs, nor do we see any clear basis for AcSEC’s selecting particular items for inclusion in its
definition of organization costs. Accordingly, we would support using the Internal Revenue
Code’s definition of organization costs and including such costs in the scope of the SOP. As
a result, organization costs would be expensed in the financial statements and would give rise
to a temporary difference for income tax purposes.
Finally, we do not object to the proposed transition provisions of the SOP, which would
record a cumulative effect of the change in accounting principle in the income statement.
However, we generally prefer accounting changes to be reflected prospectively in order to
minimize disruptions to the earnings reported in the financial statements.
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Our responses to the specific questions included in the SOP are in the attachment to this
letter.
We would be pleased to discuss our comments with you.
Very truly yours,

Attachment
Reporting on the Costs of Start-Up Activities
Question 1: This proposed SOP broadly defines start-up activities and provides examples of
costs that are and are not within the scope of this proposed SOP. Is the guidance sufficient to
help entities determine what costs are included in the scope of this proposed SOP? If not, what
additional guidance should be included?
Response: We believe the guidance in the Illustrations in the SOP is comprehensive and
sufficient to help companies implement the requirements of the SOP.
Questions 2: This proposed SOP requires that entities expense costs of start-up activities as they
are incurred. Should the costs of start-up activities be expensed as incurred, or should they be
capitalized and amortized over some period? If they should be capitalized and amortized, what
probable future economic benefits do those assets represent? Over what period should those
costs be amortized?
Response: We concur with the SOP’s proposal that costs of start-up activities be expensed.
We believe it would be difficult to demonstrate that these costs benefit specific future periods.
Therefore, any amortization period selected for these costs, if capitalized, would be arbitrary.
Furthermore, we do not think that start-up costs differ in significant ways from many other costs
that are expensed, which are also intended to promote a business’ growth.
Question 3: This proposed SOP does not require disclosure of start-up costs in an entity’s
financial statements. Should the proposed SOP require any disclosures in the financial
statements?
Response: We strongly-agree with the SOP’s conclusion with respect to disclosure and applaud
AcSEC for not adding to the existing disclosure burden.
Question 4: Though the financial reporting of organization costs are not addressed in the
proposed SOP, AcSEC has purposely defined those costs more narrowly than the definition in the
Internal Revenue Code. As a result, the proposed definition may cause temporary tax differences
related to organization costs. Should organization costs be included in the scope and subject to
the provisions of the proposed SOP? If not, should AcSEC define those costs in this document?
Do you agree with the proposed definition of organization costs in paragraph 9? Is the definition
too broad or too restrictive? Why? If you do not agree with the proposed definition and you
believe organization costs should be defined in this document, please provide a definition.
Response: We believe there is no significant distinction between start-up costs and organization
costs, nor do we see any clear basis for AcSEC’s selecting particular items for inclusion in its
definition of organization costs. Accordingly we would support using the Internal Revenue
Code’s definition of organization costs and including all such costs in the scope of the SOP. As a
result, organization costs would be expensed in the financial statements and would give rise to
temporary tax differences. If AcSEC decides to continue to exclude organization costs from the
scope of the SOP, then we agree that it is important to define the excluded costs to ease the
implementation of the new accounting standard.

Paul V. Stahlin, CPA
S e n io r V ice P re s id e n t
F in a n c e

S ummit

301 C a rn e g ie C e n te r
P.O. B ox 2066
P rin c e to n , NJ 08543-2066
(609) 987-3213
(609) 987-3481 Fax

B ancorp

July 18, 1997

Daniel Noll, Technical Manager
Accounting Standards
File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775

Re: Proposed Statement of Position, Reporting on the Costs o f Start-up Activities
Dear Sir:
Summit Bancorp (the “Company”) is pleased to submit its views on the Proposed
Statement o f Position (SOP), Reporting on the Costs o f Start-up Activities. Summit Bancorp is a
Princeton, New Jersey based financial services organization with $24 billion in assets. The
Company operates approximately 370 traditional and supermarket branches throughout New
Jersey and eastern Pennsylvania and over 500 ATM’s. Its major lines o f business include
commercial, retail and mortgage banking, investment management and private banking. These
core businesses and non-bank subsidiaries offer a full array o f financial services to individuals,
businesses, not-for-profit organizations, government entities and other financial institutions.
Respondents are requested to answer specific questions. Summit Bancorp’s responses are
as follows:
Q uestion O ne asks if the guidance provided in the proposed SOP for identifying start-up
costs is sufficient. We believe that the definition provided in Paragraphs #4 and #5 coupled w ith
the examples in the Illustrations provide enough guidance for entities to m ake p ro p er
decisions. A specific definition o f which costs should be considered start-up costs would be too
restrictive. Entities using the guidance provided will be most qualified to identify start-up costs in
their individual situations.

Daniel Noll, Technical Manager
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Q uestion Two asks if start-up costs should be expensed or capitalized. W e agree w ith
the AcSec’s decision to expense sta rt-u p costs as they a re incurred. By definition, start-up
costs bear no direct relationship to future benefits. In the absence o f such a relationship, the
matching concept requires that such costs be expensed in the current period.
Q uestion T hree deals with the disclosure o f start-up costs in an entity’s financial
statements. W e agree w ith the AcSec’s conclusion th a t th e benefits o f such disclosures would
not justify the cost. No disclosures should be required.
Q uestion F o u r asks if the definition o f organization costs (Paragraph #9) is correct and
should be included in the proposed SOP. W e believe th e definition is too narrow . It does not
include state incorporation fees and other charges that may be considered organization costs.
Furthermore, we do not see the need for a specific definition in this proposed SOP. The AcSec has
indicated (Paragraph #29) that entities are best capable o f identifying certain capitalizable costs that
are not to be expensed as start-up costs. This logic should also be applied to the identification o f
organization costs. W e recom m end th a t th e definition be removed.
Summit Bancorp appreciates the opportunity to comment on this proposal. Should there
be any questions about our comments, I can be reached at (609) 987-3213 or call Georgiann Bird
at (609) 987-3572.

Very truly yours,

Paul V. Stahlin

Res-Care
IN C O R P O R A T E D

July 1 5 , 1997

Mr. Daniel Noll
Technical Manager
Accounting Standards, File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas

N ew York, N Y 10036-8775
Dear Mr. Noll:
W e are a public company which provides residential, training, educational and support
services to populations with special needs, including persons with developmental and other
disabilities and at-risk and troubled youths. Revenues for the Company’s disabilities services are
derived primarily from state government agencies under the Medicaid reimbursement system.
Our Company continually expands its business through acquisitions and new contracts for
services. The Company incurs costs relating to the development o f new facilities and programs.
These costs are reimbursable under applicable state regulations and include administrative and staff
salaries, rent, professional fees, insurance and other costs incurred during the period prior to
operation o f the facilities and programs. The costs are capitalized and amortized on a straight-line
basis over periods ranging from five to seven years, consistent with applicable state reimbursement
regulations.
We do not believe that the above costs should be expensed as incurred, but that they should
be capitalized and amortized over periods ranging from five to seven years, consistent with
applicable state reimbursement regulations. These capitalized assets represent future economic
benefits, as they will be reimbursed by the various state agencies under the Medicaid reimbursement
system. Under the “matching current costs with current revenues” principle, it would not be proper
to expense these costs as incurred. Expensing such costs as incurred would have the effect o f
reporting expense in one period while recognizing the corresponding revenue in subsequent periods.
As stated above, this violates the matching principle.
Your consideration o f the above comments will be appreciated. Also, if you can respond to
our comments by return letter, this likewise will be most welcomed.
Yours very truly,

Earl M. Kalkbrenner, CPA
Financial Analyst
Executive Offices • 10140 Linn Station Road • Louisville, Kentucky 40223
(502) 394-2100 • Fax: (502) 394-2206 • http://www.rescare.com

July 17, 1997
Daniel Noll
Technical Manager
Accounting Standards File 4323
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Subject: Exposure Draft on Reporting on the Costs of Start-Up Activities
Background: From 1979 to 1990 I was a CPA with a national CPA firm. From 1990 to
1996 I was with a regional accounting firm in Pennsylvania. As a partner in that firm, I
had clients with multi-unit, multi-state activities which required extensive start-up costs.
Since December 1996, I have been the CFO of Morrison-Crothall Support Services, Inc.,
which provides outsourced contract housekeeping and facilities management services to
clients in over 30 states. Our contracts are in the range of several hundred thousand
dollars to a few million dollars per year. Our initial costs to get into a new facility, jumpstart it, perform extensive upfront services to "get it in shape" could be between $30,000
to $150,000 per unit. It has been this private company's practice to capitalize those costs
and amortize them over 3 to 5 years (the contract term). The company understands the
SEC position on this may be different than generally accepted accounting principles for
non-publicly held companies.
The guidance in the Exposure Draft on Reporting on the Costs of Start-Up Activities will
require this company to expense those costs as incurred. This requirement could have a
significant impact on the reported earnings of the company, and in my opinion is not
equitable and does not result in a fair presentation of earnings for the following reasons:
1.

These upfront costs should be matched against the related contract term revenue
in accordance with the basic matching principle o f accounting.

2.

This guidance would create a significant difference betw een starting up your
activities in units (new customers) or in acquiring these contracts from a thirdparty (competitor). If an entity acquires the contracts already started up, the value
of those contracts can be capitalized as an intangible asset in most cases. If you
start the activities up by investing time and materials, these costs must be
expensed. How do you address the issue that the accounting principles
encourage investment/acquisition as opposed to investment/creation of value?
The reported earnings from such activities would be different.

1400 North Providence Road, Suite 3015 • Media, PA 19063 • (610)565-7000 • (800)447-4476 • FAX (610) 892-0500
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Conclusion: In my opinion it is more appropriate to match the costs against the related
revenue in a systematic and rational manner over the contract term. It is inappropriate to
expense the start-up costs as incurred and recognize the revenue (under revenue
recognition accounting principles) ratably over the contract term.
Very truly yours,
MORRISON-CROTHALL SUPPORT SERVICES, INC.

Eugene E. McWilliams, CPA, CFE
Chief Financial Officer
EEM/jb

KERR-MCGEE CO RPORA TION
K E R R -M cG E E C EN TER

OKLAHOMA CITY. OKLAHOMA 73125

July 16, 1997
DEBORAH A. KITCHENS
VICE PRESIDENT AND CONTROLLER

Mr. Daniel Noll
Technical Manager, Accounting Standards
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
RE: File No. 4323
Dear Mr. Noll:
Kerr-McGee Corporation is pleased to have this opportunity to comment on the
Proposed Statement o f Position, “Reporting on the Costs o f Start-Up Activities.”
We disagree with AcSEC’s conclusion that certain costs o f start-up activities should
be charged to expense as incurred. The costs incurred during start-up activities are o f no
benefit to the current period. The costs o f start-up activities are incurred and are
necessary to prepare a new plant or plant expansion for its intended use. We believe that
those costs should be capitalized and amortized over the first three to five years o f
operation. Start-up activities such as the hiring and training o f a new workforce directly
benefit the early periods o f operation and are instrumental in achieving subsequent sales
and earnings.
The conclusions reached by AcSEC are largely based on reasoning consistent with
FASB Statement No. 2, “Accounting for Research and Development Costs.” There is a
much higher level o f uncertainty about future economic benefits o f individual research
and development projects than with regard to start-up activities for a plant expansion or
new plant or facility that produces or provides an existing or new product or service. The
rate o f success o f plants and facilities is predictable and the economic benefits measurable
as demonstrated by feasibility studies conducted prior to commencement o f start-up
activities. Feasibility studies conducted prior to new plant construction or plant
expansion routinely measure future economic benefits in terms o f subsequent sales,
earnings, market share o f industry sales, and return on capital employed. There is a much
higher level o f assurance o f commercial success from a product with proven
marketability and produced in a new plant than a product emerging from a research and
development department as a technical success. The exposure draft should be modified
to allow for the capitalization o f start-up costs and an amortization period o f no more than
five years. If AcSEC decides not to change its view on the appropriateness o f expense
versus capitalization, a transition period should be provided to allow entities to continue

American Institute o f Certified Public Accountants
File No. 4323
April 1 6 , 1997
Page 2

to amortize previously deferred costs, but charge to expense any start-up activity costs
undertaken after the effective date o f a final statement.
We agree that the definition along with the examples o f start-up activities will provide
adequate guidance to help identify the costs included within the scope o f this proposed
SOP. We agree that no disclosure o f start-up costs be required in the financial statements.
We also agree that organizational costs should be excluded from the scope o f the SOP.
The definition as provided is sufficient to distinguish the types o f organizational costs
that would fall outside the scope o f the SOP.
We thank the Institute and AcSec for considering our comments prior to issuing a final
statement o f position.
Sincerely,

NJSCPA

New Jersey Society of Certified Public Accountants
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In relation to the specific issues identified our comments are as follows:
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The Auditing and Accounting Standards Committee o f the New Jersey Society o f
Certified Public Accountants (“NJSCPA”) is pleased to submit its comments on the
Accounting Standards Executive Committee (AcSEC”) proposed Statement o f
Position entitled Reporting on the Costs o f Start-up Activities (“SOP”). The views
expressed in this letter represent the majority o f a quorum o f the members o f the
Committee and are not necessarily indicative o f the full membership o f the
NJSCPA.

Issue 1. W ith respect to the definition o f start-up activities and the examples o f
costs that are and are not within the scope o f the SOP, we agree that the guidance is
sufficient to apply in practice (except for the SOP’s exclusion o f organization
costs— see Issue 4).
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Issue 2. Accounting standard setting bodies have increasingly promulgated
accounting rules ostensibly intended to improve balance sheet quality. To name a
few, there are FASB’s standards on pensions, postretirement benefits and income
taxes and AcSEC’s standard on advertising costs. Given that mind-set, we can
understand and support the requirement o f the SOP to expense as incurred all costs
o f start-up activities. A capitalized start-up cost does not fit neatly into FASB’s
conceptual definition o f an asset. And, once capitalized, the period over which that
asset would be amortized is not clear. The benefits, if any, resulting from those
costs have indeterminate lives.
Issue 3. Start-up costs are no different than an entity’s normal operating expenses
and any benefit o f disclosing would not outweigh the expense o f tracking those
costs.
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Issue 4. It is our opinion that the SOP should include “organization costs” within its scope. These
costs should be accounted for in a manner consistent with start-up costs. This is an opportunity to
provide definitive guidance. We suggest the following definition for organization costs:
(1) accounting and legal fees; (2) all federal and state fees incurred upon registration o f the entity; (3)
outside consultant costs incurred in the planning stage o f the newly formed entity; (4) costs to obtain
certain licenses; (5) stock registration and similar costs.
We would be pleased to discuss our comments with the Board or its staff.
Sincerely,

John A. Fazio, CPA, Chairperson
Auditing and Accounting Standards Committee
JA F:jrw
c: Kenneth W. Moore, CPA
Daniel J. Meehan, CPA, President-Elect
William M. Collister, CPA, Trustee
John A. Demetrius, CPA, Trustee
Joseph F. Scutellaro, CPA, Trustee
Merryl A. Bauer, Executive Director

Eaton Corporation

B. K. Rawot

Eaton Center
Cleveland, OH 44114-2584
216/523-4175
FAX: 216/479-7175

Vice President and
Controller

July 1 6 , 1997

Mr. Daniel Noll
Technical Manager - Accounting Standards
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775

RE:

File No. 4323

Dear Mr. Noll:
We have reviewed the Exposure Draft o f the proposed Statement o f Position
(SOP), Reporting on the Costs o f Start-Up Activities, and appreciate this
opportunity to present our views for your consideration.
Overall, we agree with the SOP’s conclusion o f expensing the costs o f start-up
activities as well as its objective o f reducing the diversity in the accounting for
start-up costs. A final SOP based on the Exposure Draft will help preparers
understand the kinds o f activities and costs that may be involved in a start-up
situation.
We have responded to each o f the four issues o f the SOP on the following
attachment. We would be pleased to discuss our comments further with you
or your staff.
Sincerely,

Billie K. Rawot
CC:

S. Koski-Grafer

Attachment

1.

This proposed SOP broadly defines start-up activities and provides examples o f
costs that are and are not within the scope o f this proposed SOP. Is the guidance
sufficient to help entities determine what costs are included in the scope o f this
proposed SOP? I f not, what additional guidance should be included?
We believe that the broad definition o f start-up activities together with the examples
included in the Appendix will help preparers understand the kinds o f activities and
costs that may be involved in a start-up situation.

2.

This proposed SOP requires that entities expense costs o f start-up activities as they
are incurred. Should the costs o f start-up activities be expensed as incurred, or
should they be capitalized and amortized over some period? I f they should be
capitalized and amortized, what probable future economic benefits do these assets
represent? Over what period should these costs be amortized?
We agree with the proposed SOP’s conclusion that costs o f start-up activities should
be expensed as incurred. We believe that entities incur these costs with an
expectation that there will be future economic benefits; however, this is the case with
other costs, such as research and development. As such, we believe the accounting
for start-up costs should be consistent with the accounting for research and
development costs.

3.

This proposed SOP does not require disclosure o f start-up costs in an en tity’s
financial statements. Should the proposed SOP require any disclosures in the
financial statements?
We agree with the proposed SOP’s conclusion to not disclose start-up costs incurred
in an accounting period and: total start-up costs expected to be incurred over the life
o f a project. We believe that the costs o f recordkeeping to separately identify start
up costs incurred in an accounting period would probably outweigh the related
benefits o f disclosing those costs to financial statement users. In addition, we
commend AcSEC for not contributing to the already existing disclosure overload.

4.

Though the financial reporting o f organization costs are not addressed in the
proposed SOP, AcSEC has purposely defined those costs more narrowly than the
definition in the Internal Revenue Code. As a result, the proposed definition may
cause temporary tax differences related to organization costs. Should organization
costs be included in the scope and subject to the provisions o f the proposed SOP? I f
not, should AcSEC define those costs in this document? Do you agree with the
proposed definition o f organization costs in paragraph 9? Is the definition too
broad or too restrictive? Why? I f you do not agree with the proposed definition and
you believe organization costs should be defined in this document, please provide a
definition.
We agree that organization costs should be outside the scope o f the proposed SOP.
We also agree with the definition o f organization costs in the proposed SOP and
believe that the definition adds clarity to the types o f costs that are and are not within
the scope o f the proposed SOP.
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July 17, 1997

Daniel Noll
Technical Manager
Accounting Standards, File 4323
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Noll:
This letter is in response to the Exposure Draft of the Proposed Statement of Position
relating to Reporting on the Costs of Start-up Activities issued by the Accounting
Standards Executive Committee of the American Institute of Certified Public
Accountants (AcSEC) on April 22, 1997.
Circus Circus Enterprises Inc. (the "Company") is a hotel/casino company that has
constructed and opened numerous hotel/casino facilities in the past and has plans to
develop additional facilities. The Company’s present accounting policy relating to
preopening expenses (which consist primarily of employee payroll, training costs and
advertising) is to defer these costs and expense them in the period in which the facility
opens to the public. We believe this policy is consistent with treatment prescribed by
the AlCPA’s Audit and Accounting Guide, Audit of Casinos, paragraph 2.06.
In our case, and in the hotel/casino industry in general, the preopening costs are
incurred along with the hard construction costs in the preparation of a new hotel/casino
for use by the general public. The preopening costs are similar to construction costs in
that they relate to a period after the opening of the facility. They are dissimilar to
construction costs in that the period which they benefit is indeterminable, however, we
believe the period to be relatively short. Based on our belief that the period of benefit is
short, our policy was established to expense all of the preopening costs in the period in
which the facility opens.
The Company disagrees with AcSEC’s position that there is no causal relationship
between preopening costs incurred and any related future economic benefits. In our
industry, employee payroll, training costs and advertising costs prior to the opening of
the facility clearly have economic benefit. Training an employee to perform a function
which cannot be performed until after a facility opens obviously benefits only the period
subsequent to opening. Similarly, advertising a property to
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entice customers to patronize that facility can provide no benefit until the facility actually
opens. The revenue generated at the initial opening of the property is directly related to
these preopening costs.
Furthermore, to expense such preopening costs when they are incurred, as outlined in
the Exposure Draft, distorts earnings in the periods leading up to the opening of a new
facility. The costs clearly relate to, and have economic benefit in, the period that begins
with the opening of the new facility, as they are a critical part of the initial revenue which
is generated.
Should you have any questions, please call me at (702) 691-5906.
Sincerely,

Les Martin
Vice President and
Chief Accounting Officer
LM/km
cc:

Glenn Schaeffer
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July 17, 1997

Mr. Daniel Noll
Technical Manager
Accounting Standards, File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775

Re: Proposed Statement of Position, Reporting on the Costs o f Start-up Activities
Dear Mr. Noll:
Coopers & Lybrand L.L.P. is pleased to comment on the proposed Statement o f Position,
Reporting on the Costs o f Start-up Activities (the "proposed SOP"). We would like to express our
belief that the current process o f addressing individual soft cost issues (i.e., advertising, internal
use software, start-up costs) is inefficient. These isolated issues represent only a portion o f the
broader issue o f accounting for soft costs and soft assets which needs to be addressed
comprehensively. The value o f a business today is derived, more than at any time in the past,
from soft assets. The current United States accounting model, developed in the industrial age,
needs to be revised as we continue to move towards a business environment in which information
and intellectual capital are a company's most valuable assets. We suggest that the Financial
Accounting Standards Board comprehensively address the financial accounting and reporting
issues associated with soft costs and soft assets. Having stated our views on the broader issue, our
comments on the proposed SOP are stated below.
Our analysis o f current accounting policies related to start-up costs indicates that there is a
divergence in practice in accounting for such costs. Some entities capitalize start-up costs and
amortize them over future periods while others expense such costs when incurred. Further, various
amortization periods for capitalized start-up costs are utilized. The proposed SOP provides a
consistent treatment for start-up costs. We support the proposed SOP's concept o f expensing
start-up costs when incurred, but believe there exists situations (as discussed below) where
capitalization o f start-up costs has conceptual merit and is appropriate.
Conceptual Basis
Generally, we believe that entities are unable to attribute start-up costs with a specific future
economic benefit and, therefore, such costs should be expensed when incurred. This position is
supported by paragraph 148 o f Financial Accounting Standards Board Statement o f Concepts No.
6, Elements o f Financial Statements, which states that "costs are also recognized as expenses in
the period in which they are incurred because the period to which they otherwise relate is
Coopers & Lybrand L.L.P. is a member of Coopers & Lybrand International, a limited liability association incorporated in Switzerland.
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indeterminable or not worth the effort to determine.” We believe, however, that if start-up costs
can be attributed to specific future revenues (e.g., the start-up costs are directly attributable to a
contract that will generate a specified amount o f future revenue), such costs should be deferred
and expensed with the recognition of the related revenue. The basis for our position is supported
by paragraph 86a o f Financial Accounting Standards Board Statement o f Concepts No. 5,
Recognition and Measurement in Financial Statements o f Business Enterprises, which states that
"some expenses...are matched with revenues — they are recognized upon recognition o f revenues
that result directly and jointly from the same transactions or other events as the expenses.” We
believe, however, that the opportunity to defer start-up costs in this situation would be rare and
would likely be limited only to certain industries (i.e., government contractors and commercial
airframe manufacturers).
We believe that a final standard should stipulate that the deferral o f start-up costs is appropriate
only when such costs result in a clear contractual right to identifiable future revenues.
Additionally, the guidance should stipulate that any deferred start-up costs should be (1)
amortized in proportion to the revenue recognized and (2) subjected to a realizability test each
period. Further, we recommend that the proposed amendments to certain SOPs and Auditing and
Accounting Guides (paragraphs 12 to 18 o f the proposed SOP) be modified to allow for the
deferral o f certain start-up costs in the aforementioned situations. An exhibit illustrating a
situation where it would be appropriate to defer start-up costs should also be added to the
appendix o f the proposed SOP. An example o f such a situation would be where a government
contractor has five "related" contracts, the contractor expects to recover its start-up costs over the
course o f the contracts, and each contract represents a future economic benefit that will be derived
from the incurred start-up costs. The recovery o f the deferred costs would be evaluated at the end
o f each reporting period.
Definition o f Start-up Activities
We believe the proposed SOP provides an appropriate definition o f start-up activities and
effectively illustrates it with practical examples. We also believe that the proposed SOP will
reduce the inconsistent use o f the terms "start-up costs," "preopening costs," and "preoperating
costs." However, to clarify further its scope and reduce certain implementation issues, we
recommend that the proposed SOP be modified to further distinguish between "on-going customer
acquisition costs" and costs associated with attracting "a new class o f customers." Such guidance
could be incorporated into an existing or additional illustration.
Accounting for Organization and Certain "Other" Costs
AcSEC has chosen to exclude from the scope o f the proposed SOP the accounting for
organization costs. It has, however, narrowly defined what constitutes organization costs. We
believe that the proposed SOP's definition o f organization costs is too narrow, and should be
expanded to include all costs associated with creating an entity and bringing it to the point o f legal
operation, including those listed in the proposed SOP and registration fees, legal fees, license fees,
and other similar costs that may be necessary to allow an entity to commence operations. Further,
we recommend that paragraph 9 of the proposed SOP be modified to stipulate that all costs that
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are (1) incurred in conjunction with organizing a new entity and (2) do not meet the final
standard’s definition o f organization costs, be expensed when incurred.
AcSEC has also chosen to exclude from the scope o f the proposed SOP the accounting for costs
"...of refining, enriching, or otherwise improving upon the qualities o f an existing product,
service, process, or facility." Due to the potential significance o f such costs, the frequency o f their
occurrence, and the absence o f authoritative literature, we recommend that AcSEC address the
accounting for these costs in the proposed SOP.
Additional Disclosure Requirements
We agree with AcSEC’s decision not to require specific disclosures o f start-up costs in an entity's
financial statements. We believe that the cost associated with separately identifying start-up costs
in a specific period would outweigh the related benefit o f disclosing those costs. Further, we
believe that if an entity expects to incur a material amount o f start-up costs in a particular period,
it would likely disclose such information outside the financial statements (i.e., in Management's
Discussion and Analysis).
******
We appreciate the opportunity to provide our input in this process. If you have any questions,
please contact James F. Harrington at (201) 521-3039 or Gregory H. Kozich at (201) 521-3424.

Very truly yours,

Federated Services C ompany

Federated Tower

July 21, 1997

Pittsburgh, PA 15222-3775

Mr. Daniel Noll
Technical Manager
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

Proposed Statement of Position:
Reporting on the Costs o f Start- Up Activities

Dear Mr. Noll:
Federated Investors (“Federated”) appreciates the opportunity to express its views
regarding the proposed statement of position. Reporting on the Costs o f Start-Up Activities (the
“Statement”). Founded in 1955, Federated is now one of the ten largest mutual fund managers in
the country. Federated currently manages, administrates and/or acts as the distributor for over
$110 billion in over 300 mutual funds.
We at Federated though it necessary to comment on the Statement because of the
potentially detrimental effects it would have on thousands of shareholders who invest in
Federated’s mutual funds. We also believe that the Statement would cause unintended harm to
Federated and other mutual fund sponsors.
The Statement effectively addresses how to account for start-up costs, and it also
eliminates many of the inconsistent accounting practices that are currently used to recognize
such costs. Federated agrees with the basic objectives which are outlined in the Statement.
However, we also believe that the Statement needs to be modified to protect the interests of
mutual fund investors and sponsors.
Like most public entities, mutual funds are owned by their shareholders. However,
mutual funds cannot solicit shareholder investments until they have been declared effective by
the United States Securities and Exchange Commission (“SEC”). Without shareholders, a newly
created mutual fund must rely on a sponsor to complete the necessary registration procedures to
gain SEC approval. Quite often the mutual fund's manager bears these expenses as a fund
sponsor with the understanding that once the mutual fund has been approved, subsequent
shareholders will reimburse the manager for such costs over a period not to exceed sixty months.
A newly formed mutual fund will have one shareholder, the sponsor, who is required by
the Investment Company Act of 1940 to ‘seed’ the fund with $100,000. The Statement would
require the fund sponsor, as the sole shareholder during the start-up period, to bear all of the
start-up costs of a new mutual fund. (Additional shareholders are not permitted until the fund is
declared effective by the SEC, at which point all of the start-up costs have already been
incurred.) This cannot be the desired intent for our industry, the fund sponsor should not bear
the cost of organizing a mutual fund. Organizational activities take place for the benefit of
future shareholders. Most if not all of the expenses incurred during start-up of a mutual fund are
for the underlying purpose of protecting and educating potential investors. It makes sense that
start-up costs be recognized by those investors who benefit from these services.
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Federated is the sponsor of 84 funds which are currently in their five year organizational
period. On average, Federated fronted $31,000 as organizational costs for each of these funds,
all with the understanding that the funds will reimburse Federated over a period not to exceed
five years. We estimate that approximately 75% of these items would no longer qualify for
capitalization under the guidelines of the current Statement. These are expenses that the fund
sponsor would ultimately have to bear as sole shareholder for each new mutual fund.
We believe that the current Statement is too restrictive in the types of costs that are
allowed to be capitalized as organizational expenses. Organizational costs should include those
that are required to establish and legally equip an entity to do business. We suggest that
paragraph nine of the Statement be expanded to include certain organizational expenses incurred
by investment companies. Mutual funds should be allowed to capitalize organizational expenses
incurred to establish the fund and to legally equip the fund to sell its shares to the public (obtain
SEC clearance). This would include those items mentioned in paragraph nine of the Statement
as well as legal expenses incurred to draft initial registration statements, draft pertinent fund
contracts and perform research for the initial board of directors meeting. Organizational costs
should also include seed audit fees, incorporation fees and other expenses incurred for the
purpose of having the SEC declare a new fund ‘effective’.
We do not agree that the Statement should effect entities which are currently in their
organizational write-off period. Immediate recognition of the costs in each fund’s next fiscal
period would cost our shareholders approximately $700,000. Naturally, such an accounting
change would have an immediate impact on the Net Asset Value (“NAV”) of the shares held by
our shareholders. In some cases the impact would have a material NAV effect, in these instances
Federated would have to consider making a contribution of capital in an effort to preserve
shareholder value. Federated did not sponsor funds with the understanding that we would have to
ultimately absorb the organizational costs. At a minimum, we suggest that the scope of the
Statement be changed so that it is effective for entities which incur start-up costs during fiscal
years beginning after December 15, 1997. This will protect entities that have funded
organizational-type expenses that were incurred during periods in which such costs were
considered proper organizational in nature.
Federated is of the opinion that investment companies should merit special consideration
on this topic, as the Statement unfairly penalizes fund shareholders and sponsors of funds already
in their organizational write-off period. The AICPA’s current guidance on this topic, located in
Audits o f Investment Companies,(the Audit Guide”) has been equitable to mutual fund investors
and managers. We hope that the final version of the Statement and the revised Audit Guide
remain as equitable to our industry.
Please note that Federated is a member of the Investment Company Institute and we
support the ICI’s comments on this topic which were sent to your attention, dated June 5, 1997.
Thank you for your consideration of these comments, I can be contacted at (412)-288-1282 to
further discuss Federated’s position on this matter.

Yours truly,

Richard J. Thomas
Director, Accounting Policy

Laurie A. Hesslein
Executive Vice President

Sm it h Barney

212-816-5190

A Member of TravelersGroupi

July 18, 1997
Mr. Daniel Noll
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, New York 10036-8775
Dear Mr. Noll:
Reference: File No. 4323
I understand that the Accounting Standards Executive Committee o f the AICPA (“AcSec”)
recently issued an exposure draft o f a proposed statement o f position entitled Reporting on the
Cost o f Start-up Activities. The proposed SOP would require costs associated with pre-operating
“start-up activities” to be expensed as incurred and would limit dramatically the types o f costs
that can be capitalized as organizational costs.
The Securities and Exchange Commission (“SEC”) and the Internal Revenue Service (“IRS”)
currently allow investment companies to capitalize organization costs (including the costs o f
preparing the registration statement) and to amortize these costs to expense over a period o f up to
60 months. Over the last year or so, there have been a variety o f proposals made by the AICPA,
which substantially disregard allowances made by the SEC and IRS on this issue. Investment
companies are not “organized” to do business until they receive SEC clearance on their
registration statement. In this regard, a fund’s registration statement, which prescribes its
activities, is analogous to a charter or by-laws (which can be capitalized under paragraph 9 o f the
proposed SOP). Accordingly, all costs associated with preparation o f an investment company
registration statement should be included within the meaning o f organization cost.
Investment company start-up expenses do entail “probable future economic benefit” within the
meaning o f FASB Statement of Concepts No. 6 and should qualify as an asset o f the fund. This
recently issued SOP would affect investment companies which currently recognize organization
costs as an asset since the investment company would be required to write-off this asset, resulting
in an immediate decrease to the fund’s net asset value. Such write-off could materially impact a
fund’s investment performance and the value o f a current shareholder’s investment in the fund.
In addition, as described in a comment letter dated May 6, 1996 from interested parties from the
Unit Investment Trust Industry to members o f the AICPA Investment Companies Committee,
purchasers o f unit trusts in the secondary market would be advantaged over new issue
purchasers, with all costs written-off immediately. The failure to consider the unique
characteristics o f a unit investment trust’s (“UIT’s) secondary market will significantly affect the
marketability o f a UIT in the primary market because the initial investors will be subsidizing
secondary market investors.

SMITH BARNEY INC 388 Greenwich Street, New York, NY 10013-2396

The proposed SOP violates the spirit o f the No-Action letter re: organization costs and UITs, by
effectively instituting an economic policy that prevents UITs from bearing their appropriate share
o f the ordinary and necessary expenses o f organizing and registering the UITs. I reiterate my
belief that UIT organization costs should be capitalized as an asset and amortized over the shorter
o f sixty months or the life o f the trust.

Sincerely yours.

Laurie A. Hesslein
Director o f Unit Investment Trusts
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July 2 1 , 1997
Mr. Daniel Noll
Technical Manager, Accounting Standards
File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Subject: Proposed Statement o f Position, Reporting on the Costs o f Start-Up Activities
Dear Mr. Noll:
The Accounting and Auditing Committee o f the Indiana CPA Society is pleased to submit our
comments on the exposure draft o f the proposed Statement o f Position (SOP), Reporting on the
Costs o f Start-Up Activities. The Accounting Standards Executive Committee o f the American
Institute o f Certified Public Accountants (AcSEC) is to be commended for its efforts to provide
guidance on accounting for start-up costs, which is often varied in practice. We believe the
proposed SOP will reduce the current diversity in accounting and financial reporting.
Overall, we are in agreement with the proposed SOP. Following are our comments on the
specific issues you requested.

Issue 1
The proposed SO P broadly defines start-up activities and provides examples o f costs that are
and are not within the scope o f this proposed SOP. Is the guidance sufficient to help entities
determine what costs are included in the scope o f this proposed SOP? I f not, what additional
guidance should be included?
We believe the proposed guidance is sufficient.

Issue 2
This proposed SO P requires that entities expense costs o f start-up activities as they are
incurred. This proposed SO P would amend the guidance related to start-up costs in... Should
the costs o f start-up activities be expensed as incurred, or should they be capitalized and
amortized over some period? I f they should be capitalized and amortized, what probable
fu tu re economic benefits do those assets represent?
We agree with the conclusion that the costs o f start-up activities should be expensed as incurred.
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Issue 3
This proposed SO P does not require disclosure o f start-up costs in an entity's fin an cial
statements. Should the proposed SO P require any disclosures in the fin an cial statements?
For cost versus benefit reasons, we agree with the conclusion that no disclosure o f start-up costs
incurred is necessary.

Issue 4
Though the fin ancial reporting o f organization costs are not addressed in the proposed SOP,
A cSE C has purposely defined those costs more narrowly than the definition in the Internal
Revenue Code. A s a result, the proposed definition may cause temporary tax differences
related to organization costs. Should organization costs be included in the scope and subject
to the provisions o f the proposed SOP? I f not, should A cSE C define those costs in this
document? D o you agree with the proposed definition o f organization costs in paragraph 9?
Is the definition too broad or restrictive? Why? I f you do not agree with the proposed
definiton and you believe organization costs should be defined in the document, please provide
a definition.
We generally agree with the conclusion that organization costs should be excluded from the
scope o f the SOP. However, we believe it is still useful to define such costs in the document.
We would amend the definition per paragraph 9 to include all costs associated with creating an
entity and bringing it to the point o f legal operation, including those listed in the proposed SOP
and registration fees, legal fees, license fees, and other similar costs that may be necessary to
allow an entity to commence operations.
These comments are submitted by the Accounting and Auditing Committee o f the Indiana CPA
Society ("the Society"). However, these comments have no official status and do not represent
either the approval or the disapproval o f the Exposure Draft by the Society or its Board o f
Directors.
We appreciate the opportunity to express our views. If you have any questions regarding our
comments, please contact me (317-639-4161).
Very truly yours,
/s/Jacqueline A. Byers
Jacqueline A. Byers
Chair, Exposure Draft Subcommittee,
Accounting and Auditing Committee,
Indiana CPA Society
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July 22, 1997
Mr. Daniel Noll, Technical Manager
Accounting Standards, File 4323
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Noll:
The Professional Issues Subcommittee(the “PIC”) of the Business & Industry Executive
Committee appreciates the opportunity to comment to AcSEC regarding the AlCPA’s
Exposure Draft of the Proposed Statement of Position “Reporting on the Costs of
Start-Up Activities.” Our comments on the Exposure Draft are summarized below.
Issue 1-As noted, the SOP covers a broad scope and the PIC agrees this is an effective
approach. We also believe the reader would benefit from increased specificity in the
illustrations used. Using Illustration 5 as an example, understanding could be improved
by better defining the construction start-up period using a timeline or other breakout
identification. As the illustration is currently presented, it could be construed that the
security costs identified as start-up were incurred during construction, and therefore
should be capitalized rather than being treated as a start-up cost. Another general
recommendation for each illustration is to annotate the specific industry SOPs for each
non-start-up cost cited.
Issue 2-The Committee felt very strongly that start-up costs should be expensed as
incurred, and that this practice should be consistently followed, rather than allowing
exceptions by industry. We agree that it is very difficult to measure time periods in
terms of future economic value, and that the judgments being used currently can have
material impact on earnings reported among companies within the same industry.
Again, can we be more specific by including examples or illustrations for the industry
guidelines cited?
Issue 3- Although the PIC agrees that disclosure should not be required, it does believe
in strongly encouraging the disclosure of start-up costs, especially when the amounts
are material to the financial statements. Footnote disclosure is recommended to add to
the readers understanding.
Issue 4-Although the Committee believes that book-tax differences should be
minimized, we recommend the financial accounting treatment of organization costs be
consistent with other start-up costs and be expensed immediately.
The PIC appreciates the opportunity to be a part of the adoption process by responding
to the Invitation To Comment. If our committee can be of any further assistance or if
you have any questions, please contact Holly Nelson at 612-726-7295 or Hadassah
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Baum at 212-596-6019.

Very truly yours,

Holly L. Nelson
Chairperson
Professional Issues Subcommittee
Subcommittee
CC:

PIC Members
Hadassah Baum
Robert Brewer

Stephen H. Keyser
Member
Professional Issues
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July 21, 1997
American Institute Of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Attention:

Daniel Noll
Technical Manager, Accounting Standards
File 4323

Ladies and Gentlemen:
We are responding to your request for comments on the Exposure Draft of a proposed
Statement of Position (the “Proposed SOP”) concerning Reporting on the Costs of
Start-up Activities.
RailTex, Inc. is the premier short-line or “feeder” railroad in N orth America. RailTex
provides freight service over approximately 3,800 miles of track in 22 states, Canada,
and Mexico. The Company’s strategy is to grow through (1) continual improvement
in the operating performance of its currently operated and newly added properties, and
(2) additions to its portfolio of short-line railroad properties. It is the second of these
strategies that is the reason for RailTex’s interest in the position taken by ACSEC in
the Proposed SOP.
Since 1984, RailTex has acquired 31 separate and distinct railroad properties in many
diverse geographical sections of N orth America. All but one of those railroads are still
operating in 1997. In each case but one (The Indiana and Ohio Rail Corp. which was
acquired through the purchase of the stock of an operating railroad), the assets
purchased consisted solely of the railroad track or the rights to use the track along with
some agreements covering the provision of switching or other services to or from the
selling railroad. From the time that a contract is signed to purchase or lease the
railroad until the time that regulatory approval is received from the federal
government to operate the railroad, RailTex must acquire the locomotives to power
the trains to be run on the railroad, purchase or lease the railcars needed to provide
service, and hire and train the persons who shall operate the railroad.
RailTex has adopted an approach called “GO Teams” pursuant to which the Company
sends general office staff members, employees of other subsidiary railroads, and outside
consultants hired specifically for this function to the location of the new railroad
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property. The GO Team assists with all phases of start-up mentioned in the preceding
paragraph.
The railroad industry has historically been a highly regulated industry. Although
some deregulation took place with the passage of the Staggers Act of 1980, railroads
continue to be regulated under rules promulgated by the National Surface
Transportation Board (Successor to the Interstate Commerce Commission). Even
though RailTex and a seller railroad may enter into an agreement for the sale and
purchase of a railroad property, that agreement may not be consummated without the
prior approval of the NSTB, and the railroad may not commence operations until that
approval is received. During the time between the day that the agreement is signed
until the NSTB approval is received, the members of the GO Team and the newly
hired employees of the new railroad may not engage in any activities which would
provide revenues to the new railroad; conversely, all of their time and expenses are
spent for the purpose of assuring that the new railroad will have the ability to earn
revenues in the future, beginning on the date of certification by the NSTB.
RailTex has consistently followed the practice of capitalizing any start-up costs
incurred by the GO Teams and newly hired employees of the new railroad up to the
day preceding the beginning of operations (the day the new railroad has the ability to
generate revenues). If the GO Team members stay on site for some time for an
extended training period after operations commence, those costs and expenses are
treated as current costs and are not capitalized.
Although it can be argued that the benefits to be derived from the capitalized start-up
costs will help to provide revenues for an extended period of time, RailTex has
conservatively amortized the costs over a relatively short five years. RailTex believes
that its method of accounting for start-up costs is consistent with the concept of
matching costs with the revenues they produce. RailTex believes that the changes
proposed in the ED for the Proposed SOP are a misguided attempt to impose a degree
of conservatism into the accounting rules where no need for change exists.
DEFINITION OF START-UP COSTS:
RailTex believes that the Proposed SOP has oversimplified its analysis of the problem
when it concludes that all costs, including pre-opening costs, pre-operating costs, and
start-up costs, should be treated as one concept under the term “start-up’’ costs.
By definition, pre-opening costs and pre-operating costs are those costs incurred before
the business may generate any amount of revenues. Those costs are incurred solely for
the purpose of generating future revenues, and should be capitalized until revenues are
generated.
It could be argued that start-up costs, such as learning costs or early losses, incurred
after operations have begun but before normal production capacity is reached are also

incurred to promote future revenues. But RailTex can agree that, if those costs are
expensed, there are at least some revenues present against which the costs can be
matched.
CONCEPT OF MATCHING COSTS AGAINST REVENUES:
By proposing to expense all start-up costs, the Proposed SOP takes a position which is
completely opposite to the concepts of several Financial Accounting Standards
promulgated by the Financial Accounting Standards Board. For example, FAS #5
requires the immediate recording of costs which may not be incurred for years in the
future, if those costs are attributable to revenues that are generated by current
operations. Paragraph 80 of FAS #5 refers to the matching concept as follows:
“Matching, in the sense of recognizing expenses by associating costs with specific
revenue on a cause and effect basis, is a consideration in relation to accrual for such
matters as uncollectible receivables and warranty obligations....Frequently those losses
can be associated with revenue on a cause and effect basis. If the amount of those losses
can be reasonably estimated, paragraph 8 of this statement requires accrual if it is
probable that an asset has been impaired (estimated uncollectible receivables) or that a
liability has been incurred (estimated warranty claims).”
FAS #34 requires the capitalization of interest costs for all “Assets that are constructed
or otherwise produced for an enterprise’s own use (including assets constructed or
produced for the enterprise by others for which deposits or progress payments have
been made.” (Paragraph 9) To show that FAS #34 supports the concept of capitalizing
pre-operating start-up costs, one needs merely to paraphrase the words in paragraph 17
of the Statement: The capitalization period shall begin when three conditions are
present:
a. Expenditures (as defined in paragraph 16) for the asset [the newly formed
business] have been made;
b. Activities that are necessary to get the asset [the newly formed business]
ready for its intended use are in progress; and
c. Pre-operating costs are being incurred.
Paragraph 17 goes on to say that capitalization shall continue as long as those three
conditions are present. The term activities is to be construed broadly. It encompasses
more than physical construction; it includes all the steps required to prepare the asset
[the newly formed business] for its intended use.
For example, it includes
administrative and technical activities during the preconstruction [pre-operating] stage,
such as the development of plans or the process of obtaining permits from
governmental authorities; it includes activities undertaken after construction has begun
in order to overcome unforeseen obstacles, such as technical problems, labor disputes,
or litigation.
The concept of matching costs and revenues is further supported by the objectives of
FAS #87. Paragraph 6 states “The Board’s objectives for this statement, in broad

terms, are as follows: a. To provide a measure of net periodic pension cost that is more
representationally faithful than those used in past practice because it reflects the terms
of the underlying plan and because it better approximates the recognition of the cost of
an employee’s service period.” (Emphasis added) The Board has recognized that the
full costs of the employees service should be reflected in those periods when the efforts
of that employee are generating revenues.
The concept of matching costs with revenues is also the driving force behind FAS 106,
Accounting for Postretirement Benefits Other than Pensions. The same concepts
stated in FAS #87 are the reasons that the Board promulgated FAS #106.
PROPOSED SOP N O T CONSISTENT WITH FASB CONCEPTS:
By proposing that all start-up costs be immediately recorded as expense, the Proposed
SOP is not consistent with FASB Statement of Financial Accounting Concepts No. 1.
That statement provides, in paragraph 45, that “Periodic earnings measurement
involves relating to periods the benefits from and the costs of operation and other
transactions, events, and circumstances that affect an enterprise.” The same paragraph
later states that “resources such as raw materials and equipment may be paid for by an
enterprise in a period that does not coincide with their use, requiring the resources on
hand be deferred until the periods the resources are used.” And later in the same
paragraph, “The goal of accrual and deferral of benefits and sacrifices is to relate the
accomplishments and the efforts so that reported earnings measures an enterprise’s
performance during a period instead of merely listing its cash receipts and outlays.”
Although the Accounting Standards Executive Committee did not specifically refer to
the Convention of Conservatism in justifying its decision, a reader of the Proposed
SOP may logically conclude that the Convention of Conservatism was certainly one of
the factors leading to the Committee’s decision. In paragraph 91 of FASB Statement of
Financial Accounting Concepts No. 2, FASB mentions Conservatism as “a convention
that many accountants believe to be appropriate in making accounting decisions.” In
paragraph 92, FASB goes on to warn that “There is a place for a convention such as
conservatism—meaning prudence—in financial accounting and reporting, because
business and economic activities are surrounded by uncertainty, but it needs to be
applied with care. Since a preference ‘that possible errors in measurement be in the
direction of understatement rather than overstatement of net income and net assets’
introduces a bias into financial reporting, conservatism tends to conflict with
significant qualitative characteristics, such as representational faithfulness, neutrality,
and comparability (including consistency). To be clear about what conservatism does
not mean may often be as important as to be clear about what it means.”
Paragraph 93 of Concepts Statement No. 2 goes on to state: “Conservatism in financial
reporting should no longer connote deliberate, consistent understatement of net assets
and profits. The Board emphasizes that point because conservatism has long been
identified with the idea that deliberate understatement is a virtue. That notion became
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Act which would prevent a unit investment trust from bearing its own start up expenses. The
SEC's no-action letter included the costs of preparing and printing the registration statement as
being typical organization expenses.
The different regulations required to start a mutual fund suggest that its capitalization and
subsequent write off of start up costs be addressed differently than the start up expenses of an
operating company. Companies in most other industries have a history of operating as private
entities before offering their shares in a public offering. The mutual fund does not have this
history and, in fact, cannot commence operations without the SEC's approval. Given these
requirements, we believe it appropriate to permit mutual funds to capitalize and defer as
organization costs all expenses associated with organizing the company and preparing its initial
registration statement.
Given these facts and circumstances, we respectfully request that the definition of organization
costs for registered investment companies, as it appears in the current edition of the Investment
Company Audit Guide, remain unchanged. We know of no abuses related to the capitalization
of organization costs and we believe the proposed SOP may serve to harm investors more than
it may help them.
Sincerely,

Marie K. Karpinski
Vice President

/MKK

Texaco Inc

R C Oelkers
Vice President
and Comptroller

2000 Westchester Avenue
White Plains NV 10650

July 16, 1997

Daniel Noll, Technical Manager
Accounting Standards Division, File 4323

AICPA
1211 Avenue o f the Americas
N ew York, New York 10036-8775
D ear Mr. Noll:
Texaco supports the adoption o f the proposed Statement o f Position (SOP), Reporting on the
Costs o f Start-Up Activities. We believe it will eliminate current inconsistencies in accounting
practice and will enhance comparability o f financial statements amongst entities. Following are
Texaco’s comments regarding the proposal:

Guidance for Identifying Start-Up Activities
Texaco believes that the guidance and examples provided in this SOP are sufficient for entities
to identify and properly account for start-up activities. However, w e believe that the clarity o f
the definition o f start-up costs could be improved by differentiating between costs related to
start-up activities incurred prior to the start o f operations (the preopening/preoperating phase)
and such activities after operations have started but prior to the reaching a reasonable level o f
activity (initial operating losses). While the proposed accounting treatment o f start-up costs
during these two distinct phases would be the same, we believe such differentiation clarifies the
definition by adding the context in which such start-up costs are incurred.
Texaco concurs with the notion that this SOP should not establish the broad boundaries for
when the start-up phase begins and ends. Texaco believes companies incurring such costs are in
the best position to make this determination.

Accounting for Start-Up Costs
Texaco shares AcSEC’s view that the useful life o f any capitalized start-up costs is not capable
o f reasonable estimation. Any attributed life would by necessity be arbitrary. Therefore, Texaco
agrees with the view that such start-up costs should be expensed as incurred.
To achieve maximum comparability between financial statements o f all entities, the final SOP
should provide uniform accounting handling o f all start-up costs incurred up to the point o f
normal operating capacity. From a conceptual viewpoint, paragraph 148 o f FASB Concepts
Statement No. 6, Elements o f Financial Statements, supports the recognition o f incurred costs
as a period expense when the period to which such costs relate is indeterminable or not worth
the effort to determine.
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Disclosure of Start-Up Costs
Texaco believes that disclosure o f start-up costs should not be required in the financial
statements. The importance o f such costs in relation to overall net income would vary greatly
among industries. It would also vary greatly among companies within the same industry. For
many entities, the costs o f complying with such a disclosure requirement would exceed the
benefit derived from such a disclosure. I f such start-up costs are material, public companies
would generally disclose such amounts as a separate expense caption in the income statement or
outside the financial statements under current SEC requirements for the “Management’s
Discussion and Analysis” .

Organization Costs
Texaco believes that organization costs should be included in the scope and provisions o f this
SOP. W e support the definition o f organization costs provided in this SOP. W e believe it helps
companies understand the kinds o f costs that fall outside the scope o f this proposal.
Texaco realizes that the definition o f organization costs in this SOP is more narrow than that
contained in the Internal Revenue Code. Accordingly, temporary tax differences may be
generated for costs that are technically outside the scope o f this SOP. Texaco believes that the
costs o f handling such arising tax differences would not be significant. Therefore we have no
objection to the SOP’s more narrow definition o f organization expense. Even if the definitions
were in agreement, temporary tax differences could arise from differences between the
amortization periods assigned for tax purposes vs. for book purposes.
Texaco believes that this SOP should require that organization costs be charged to expense as
incurred. Like start-up costs, we believe that the benefit o f organization costs to future periods
is not reasonably measurable.
Texaco appreciates the opportunity to comment on this proposal.
Very truly yours,

PJG:pg
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FINANCIAL EXECUTIVES
INSTITUTE

S u san M . K o sk i-G rafer
V ice P re sid e n t - P ro fessio n al D e v e lo p m e n t

July 21, 1997
Mr. Daniel Noll
Technical Manager
Accounting Standards
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
RE:

File 4323, Reporting on the Costs o f Start-Up Activities

Dear Mr. Noll:
The Committee on Corporate Reporting (CCR) o f the Financial Executives Institute (FEI)
appreciates the opportunity to comment on the Proposed Statement o f Position “Reporting on the
Costs o f Start-Up Activities” (SOP). Summary comments on the SOP are provided below. We
have also attached detailed responses to the specific questions included in the document.
While CCR generally supports the conclusions in the SOP, as indicated by our responses to the
specific questions raised, a number o f our members are concerned about the apparent continuing
trend o f the Accounting Standards Executive Committee (AcSEC) to establish accounting
principles which we believe are the purview o f the FASB. The SOP, if adopted, would result in
changes to accounting for a number o f companies across a wide spectrum o f industries, and
accordingly, might better be addressed by the FASB following its normal due process. At a
minimum, if AcSEC continues to issue accounting standards with broad implications, it needs to
more widely distribute its proposals so as to encourage greater input into the process.
We appreciate the AICPA’s consideration o f our views. The CCR member who developed this
response is Thomas C. Hau o f Waste Management, Inc. Should you have any questions, please
contact him at 630/572-6536.
Sincerely,

Susan Koski-Grafer

10 M a d iso n Ave., P.O. Box 1938, M o rristo w n , N J 0 7 9 6 2 -1 9 3 8
e -m a il: skg@ fei.org

(201) 8 9 8 -4 6 0 7

FAX (201) 8 9 8 -1 2 0 7

Proposed S tatem ent of Position - R eporting on the Costs of S tart-U p Activities
Attachment to CCR letter dated July 2 1 , 1997
Q uestion 1: The proposed SOP broadly defines start-up activities and provides examples o f
costs that are and are not within the scope o f this proposed SOP. Is the guidance sufficient to
help entities determine what costs are included in the scope o f this proposed SOP? I f not, what
additional guidance should be included?
Response:
CCR believes that the SOP definition o f start-up activities is appropriate. We also
commend AcSEC for providing examples o f costs which are and are not within the scope o f the
proposed SOP and find these illustrations helpful to preparers.
Q uestion 2: The proposed SOP requires that entities expense costs o f start-up activities as
they are incurred. Should the costs o f start-up activities be expensed as incurred, or should they
be capitalized and amortized over some period? I f they should be capitalized and amortized,
what probable future economic benefits do these assets represent? Over what period should
those costs be amortized?
Response:
CCR agrees with the conclusion that start-up costs should be charged to expense
as incurred. However, a number o f our members find the conceptual support for this conclusion
as set forth in paragraphs 33 and 34 somewhat tenuous. As AcSEC acknowledges, entities incur
costs related to start-up activities with an expectation that there will be future benefits, and many
o f our members believe that the period to be benefited is no more arbitrary or difficult to
ascertain than that related to a number o f other intangible assets which are currently capitalized
under generally accepted accounting principles.
Q uestion 3: The proposed SOP does not require disclosure o f start-up costs in an entity’s
financial statements. Should the proposed SOP require disclosures in the financial Statements?
Response:
CRR strongly endorses the conclusion o f the SOP with respect to disclosure and
commends AcSEC for not adding to the existing disclosure overload.
Q uestion 4: Though the financial reporting o f organization costs are not addressed in the
proposed SOP, AcSEC has purposely defined those costs more narrowly than the definition in
the Internal Revenue code. A s a result, the proposed definition may cause temporary tax
differences related to organization costs.
(a) : Should organization costs be included in the scope and subject to the provisions o f the
proposed SOP?
(b)
I f not, should AcSEC define these costs in this document? Do you agree with the
proposed definition o f organization costs in paragraph 9?
Response:
While it is difficult conceptually to justify excluding organization costs from the
proposed SOP, CCR agrees that this is a practical approach. Deferral and amortization o f
organization costs has long been accepted and there is little, if any, divergence in practice.
Amounts involved are generally not significant and the cost o f accounting for a temporary tax
difference is difficult to justify, particularly for small companies, by any modest benefit from
improved financial reporting. However, CCR believes the accounting definition o f organization
costs should mirror the Internal Revenue Code definition, since the narrow definition in the
proposed SOP will still create a temporary tax difference with even less potential improvement in
financial reporting.

July 20, 1977

Mr. Daniel Noll
Technical Manager
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Noll,
We appreciate the opportunity to comment on the AICPA’s proposed Statement of Position (SOP) entitled,
“Reporting on the Costs of Start-up Activities”. We support AICPA’s goal of reducing the diversity in
financial reporting related to start-up costs by requiring them to be expensed; however, we have concerns
regarding some details of the proposed SOP.
We believe the proposed SOP needs additional guidance regarding its application to long-term contract
accounting. The proposed SOP specifically states in paragraph 12 that it modifies the guidance in SOP 811, Accounting fo r Performance o f Construction-Type and Certain Production-Type Contracts. However,
we believe additional clarification is needed with respect to its affect on the provisions of SOP 81-1 as it is
applied in the services industry for long term contracts.
For instance, the intent of the proposed SOP in paragraph 14 appears to require expensing precontract
costs which may have been capitalized by some companies. Therefore, we recommend that the term
“precontract” be added as follows: “This SOP amends SOP 81-1 by requiring precontract start-up costs
to be expensed as incurred rather than charged to existing contracts”.
In addition, expensing costs related to long term contracts where the revenues are fixed and determinable
does not meet the criteria of matching costs and revenues in accordance with GAAP and is contradictory to
the concept of allocating costs to revenues earned on production units delivered contained in SOP 81-1.
Thus, we also recommend the following paragraph be added within the Scope section of the proposed SOP
stating: “Costs incurred in implementing an existing product or service set fo r a new customer which are
contractually required under a production-type contract should be capitalized and amortized over the
life o f the contract in order to match costs with revenues in accordance with Generally Accepted
Accounting Principles (GAAP) and SOP 81-1, Accounting fo r Performance o f Construction-Type and
Certain Production-Type Contracts. ”
There are also no examples of how the proposed modifications would change the application of SOP 81-1
within the services industry. We believe at least one example should be added which gives the service
industry guidance on interpreting these changes under a long term contract arrangement.
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Finally, we recommend that the effective date be longer than the four or five months proposed. We believe
it will take a significant amount of time and effort for companies to change procedures and collect the data
from prior years to comply with the proposed catch-up adjustment.
The following comments will respond to the specific questions in the SOP’s cover letter.
1. Is the guidance sufficient to help entities determine what costs are included in the scope o f this
proposed SOP? I f not, what additional guidance should be included?
We believe the guidance is currently insufficient and requires additional clarification, including its
application to long-term contracts in the services industry. To reiterate our position noted above,
we believe the proposed SOP should focus on modifying SOP 81-1 with respect to precontract
costs, should add to the SCOPE section the recommended paragraph above regarding contractual
costs, and should add a specific example of the effect of the recommended changes for the benefit
of those companies within the services industry applying SOP 81-1.
2. Should the costs o f start-up activities be expensed as incurred, or should they be
capitalized and amortized over some period? I f they should be capitalized and amortized, what
probable future economic benefits do those assets represent? Over what period should those costs
be amortized?
With our proposed clarification noted above, we believe start-up costs should be expensed as
incurred.
3. Should the proposed SOP require any disclosures in the financial statements?
No. We believe existing disclosure requirements are sufficient to communicate any necessary and
relevant information in this area.
4. Should organization costs be included in the scope and subject to the provisions o f the proposed
SOP? I f not, should AcSEC define those costs in this document? Do you agree with the proposed
definition o f organization costs in paragraph 9? Is the definition too broad or too restrictive? Why?
We believe that organization costs are completely different from what the proposed SOP appears
to be targeting and thus should not be included in the scope of the proposed SOP. Therefore, we
believe it is unnecessary to define organization costs in this document. However, the proposed
definition of organization costs in paragraph 9 is acceptable.
We would be pleased to provide any additional information requested by the AICPA staff regarding our
comments.
Sincerely,

Q:\ACCTING\Meiissa\Sop-Startup.Doc

United Technologies Corporation
United Technologies Building
Hartford, Connecticut 06101
860 728 6364

United
Technologies

Jay L. Haberland
Vice President
Controller

July 2 2 , 1997

Mr. Daniel Noll
Technical Manager - Accounting Standards
File 4323
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

Proposed Statement of Position
Reporting on the Costs of Start-Up Activities

Dear Mr. Noll:
W e appreciate the opportunity to comment on the Proposed Statement of Position, "Reporting on
the Costs of Start-Up Activities" (the SOP). O ur comments are summarized below with detail
responses to the specific questions in the attached Appendix.
Overall we agree that a consistent accounting model for the costs of start-up activities should be
adopted, however, we are concerned about the apparent inconsistency in
one particular conclusion. Specifically, we believe that the proposed amendment to
SOP 81-1 "Accounting for Performance of Construction-Type and Certain Production-Type
Contracts", as described in paragraph 14 of this proposed SOP is inconsistent with the overall
objectives of AcSEC's projects designed to develop guidance for reporting costs of other kinds of
activities undertaken to create future economic benefits.
The proposed SOP's amendment of paragraph 75(d) of SOP 81-1, would require expenses of start
up activities, including learning costs, to be expensed as incurred, even when incurred in
connection with an existing contract W e believe that the guidance in SOP 81-1 should not be
modified when such start up costs are incurred in connection with an existing contract even if a
portion of the costs are in anticipation of follow-on work. Rather, we believe that the start-up costs
should be included in the overall estimated costs of the existing contract and recognized in
accordance with the company's stated policy under SOP 81-1.
Unlike start-up activities incurred in anticipation of potential, but undefined, future economic
benefits, start-up activities incurred as part of a contractual arrangement represent costs that should
be capitalized and subject to recovery under the terms of the existing contract. W hen start-up costs
are incurred in connection with a production-type contract, those costs should be accounted for in
the same manner as any other direct material or direct labor costs that might be identified to an
existing contract. This means recognition ratably over the contract period. W hen the existing
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contract was negotiated, it was done so with the knowledge that certain start-up activities and
learning curve costs may be incurred, even if certain of those costs may be in excess of those that
will be incurred when normal productive capacity is reached. It is inconsistent to argue that such
costs should be expensed as period costs, while the revenue that is contractually related to those
costs is recognized in some later period. It is also difficult, if not impossible, to determine the
incremental learning curve or start-up costs that may be incurred during the contract period.
For these reasons, we recommend that the Accounting Standards Executive Committee (AcSEC)
not amend the concepts of SOP 81-1, paragraph 75(d), in the SOP.
W e will be pleased to discuss further the matters raised in this letter. Should you wish to do so,
please contact me at (860) 728-6364.
Very truly yours,

Jay L. Haberland
Vice President and Controller

APPENDIX

Specific Issues Requiring Attention by Respondents

The following responses address the specific issues for which AcSEC had requested feedback in the
exposure draft:
1. This proposed SOP broadly defines start-up activities and provides examples of costs that are
and are not within the scope of this proposed SOP. Is the guidance sufficient to help entities
determine what costs are included in the scope of this proposed SOP? If not, what additional
guidance should be included?
We believe the guidance provided in the SOP is sufficient.
2. This proposed SOP requires that entities expense costs of start-up activities as they are incurred.
This proposed SOP would amend the guidance related to start-up costs in SOP 81-1,
"Accounting for Performance of Construction-Type and Certain Production-Type Contracts";
SOP 88-1, "Accounting for Developmental and Preoperating Costs, Purchases and Exchanges of
Take-off and Landing Slots, and Airframe Modifications"; Audit and Accounting Guide,
"Audits of Casinos"; Audit and Accounting Guide, "Construction Contractors"; Audit and
Accounting Guide, "Audits of Federal Government Contractors". Should the costs of start-up
activities be expenses as incurred, or should they be capitalized and amortized over some period?
If they should be capitalized and amortized, what probable future economic benefits do those
assets represent? Over what period should those costs be amortized?
W e believe expense as incurred is the appropriate conclusion, however, we believe the
referenced AICPA literature contains the appropriate conclusions regarding start-up type costs
and therefore should not be modified by the proposed SOP.
3. This proposed SOP does not require disclosure of start-up costs in an entity's financial
statements Should the proposed SOP require any disclosures in the financial statements?
W e support the conclusion that no requirement should exist to separately track and disclose the
costs of start-up activities.
4. Though the financial reporting of organization costs are not addressed in the proposed SOP,
AcSEC has purposely defined those costs more narrowly that the definition in the Internal
Revenue Code. As a result, the proposed definition may cause temporary tax differences related
to organization costs. Should organization costs be included in the scope and subject to the
provisions of the proposed SOP? If not, should AcSEC define those costs in this document?
Do you agree with the proposed definition of organization costs in paragraph 9? Is the
definition too broad or too restrictive? Why? If you do not agree with the proposed definition
and you believe organizations costs should be defined in this document, please provide a
definition.
W e agree with the treatment and definition of organization costs a presented in the SOP.
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New
Hampshire
Society o f

Daniel N oll, Technical Manager
Accounting Standards, File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
N ew York, N Y 10036-8775

RE:

Response to the following Exposure D raft:
“Reporting on the Costs o f Start-Up Activities:

Certified
Dear Daniel:

Public
The following is the comment on the above exposure draft from our Accounting & Auditing

Accountants

Committee Chair.
This statement provides guidance on accounting for the costs o f start-up activities, and, although
the definitions are broad, it should significantly reduce some o f the diversities in financial
reporting caused by various terms and the practice o f capitalizing start-up costs and determining
amortization periods which would be considered arbitrary.
This S.O.P. simply states that costs o f start-up activities should be expensed as incurred.
Page 16 P#22 SCOPE: “ those unusual one time costs incurred in putting a new plant into
operation, opening a new sales outlet, initiating a new process in an existing plant, or otherwise
commencing some new operation.”
AcSec concedes that costs incurred related to start-up activities eligible to be capitalized may be
excluded from the scope o f this S.O.P. - these entities are best capable o f identifying those costs.
Our comment agrees with the implementation o f the S.O.P. as written. This S.O. P. amends
several existing S.O.P.s, and Audit & Accounting guides addressing this issue. I have no
experience with the rules or accounting for start-up costs, therefore, the first four point o f criteria
listed on page 11 “proposed adequately justifies the departure”, 1 cannot comment on. I do
believe that financial statements and disclosures should be comparable on this issue industry
wide and that the guidance, inclusions and exclusions o f scope as illustrated in the appendix
starting on page 19 provides entity examples in order to lim it some o f the diversity in reporting
on the costs o f start-up activities.

Three Executive Park Drive

Effective date and transition - No comment.

Bedford, NH 03110-6923

Phone 603-622-1999

FAX 603-626-0204

E-mail; info@nhscpa.org

www.nhscpa.org
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OHS
July 2 1 , 1997
Daniel Noll
Technical Manager, Accounting Standards
File 4323
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
This letter contains the comments of CMS Energy Corporation (CMS) and Consumers
Energy Company (Consumers) on the Exposure Draft (ED) entitled, Reporting on the
Costs o f Start-Up Activities. CMS, whose stock is traded on the New York and Midwest
Stock Exchanges, is a diversified international and domestic energy company. CMS
consolidated assets are $9 billion, and annual operating revenues are $5 billion.
Consumers, the principle subsidiary of CMS, is the nation's fourth largest combination
electric and gas utility. CMS is also engaged in: oil and gas exploration and production;
acquisition, development and operation of independent power production facilities;
energy marketing, services and trading; storage, transmission and processing of natural
gas; and international energy distribution. CMS and Consumers have taken, and will
continue to take, an active role in expressing their views on substantive accounting and
reporting issues. As always, we appreciate the opportunity to express our views.
With regard to the proposed SOP, we have a number of significant concerns. First, we
believe the incurrence of start-up costs related to the successful development or
acquisition of assets, facilities or operations can and does provide future economic
benefit. This benefit is analogous to the future economic benefit provided through the
acquisition of goodwill or capitalized “direct-response advertising” discussed in SOP
93-7. We believe that direct costs, incurred during the initial evaluation through the
closing date of such developments or acquisitions, should be capitalized to reflect the
future economic benefit they provide. These costs create economic value by giving rise
to operations which contribute to companies’ overall profitability. Further, we believe a
systematic methodology to match these costs with future revenues is much more
appropriate in these circumstances than immediate write-off. Such costs should be
amortized over the useful or contractual life of the newly acquired assets, facilities or
operations. The fact that acquisitions take place at prices significantly higher than book
value indicates that companies’ net assets are generally understated. This is partly
because many internally developed intangibles are never recorded. The proposed rule
would widen the gap between a company’s book value and its market value.
This rule would have a disastrous effect on U.S. companies competing for projects
overseas, since foreign competitors can defer these costs. This would also take U.S.
GAAP further away from the FASB’s goal of international harmonization. We should
not develop a standard on this issue without involvement from other standard-setting
bodies worldwide.
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Our next concern relates to the proposed SOP’s broad definition of start-up costs. We
do not understand the basis for the definition, other than it is an attempt to limit
capitalizable costs. We believe the definition in the Internal Revenue Code (IRC)
appears reasonable, provides adequate guidance to preparers of tax returns and could
be a viable alternative to the proposed accounting definition. Furthermore, use of the
IRC definition could eliminate potential book to tax differences related to these costs.
On a final note, while we perceive some benefit may exist in having the AcSEC provide
accounting guidance for certain areas, such as specialized industry accounting, we are
concerned with your apparent continuing trend to establish accounting guidance that
impacts a wide number of companies across industry lines. In our view this guidance is
better addressed by the FASB and its normal due process.
Again we wish to express our appreciation for this opportunity to express our views and
contribute to the standard-setting process.
Sincerely,

Preston D. Hopper
Senior Vice-President,
Controller and Chief Accounting Officer
CMS Energy Corporation

Dennis DaPra
Vice-President and Controller
Consumers Energy Company

Walter P. Schuetze
8940 Fair Oaks Parkway, Boerne, Texas 78015 (210)698-0747

July 2 4 , 1997
Daniel Noll, Technical Manager
Accounting Standards
American Institute of CPAs
Dear Mr. Noll:
File 4323: Reporting on the Costs of Start-up Activities
I agree with AcSEC's conclusion in the exposure draft dated April 22, 1997 that
costs of start-up activities should be charged to expense when incurred. I
recommend that AcSEC go further and say that organization costs also should be
charged to expense when incurred. There is no expectation of any future benefits
flowing from organization costs; those costs do not meet the definition of an asset set
forth by the FASB; so, those costs should be charged to expense when incurred as
well.
A cost cannot produce any future economic benefits; a cost cannot produce any
future cash flow; a cost cannot be an asset. My automobile cost $25,000; I paid cash
of $25,000 for the car. My asset is not the $25,000; my asset is the car. I will show
the car in my balance sheet as an asset having a cost of $25,000. But, only the car
will produce future economic benefit; the cost of the car will produce no future
economic benefit Something that can be described only as a cost, such as costs of
start-up activities or organization costs, cannot produce any future economic benefit
and therefore by definition cannot be an asset.
Attached hereto is a copy of my memorandum dated December 8, 1996 to the staff
of the IASC, wherein I also deal with the issue of whether cost is an asset. See also
my article entitled "What is an Asset?" which was published in Accounting
Horizons, September 1993.
Yours truly,

Walter P. Schuetze

W alter P. Schuetze
8940 Fair Oaks P arkway □ B oe rn e , T exas 78015 □ ( 2 1 0 ) 6 9 8 - 5 5 1 0

December 8, 1996

To: Ms. Laurence Rivat: IASC

FAX: 011-44-171-353-0562

Goodwill
I do not support the document on Goodwill.
Goodwill is the amount paid in excess of the fair value of net assets acquired. Goodwill has a cost,
but a cost is not an asset. A cost as such has no value - no future economic benefit.
All manner and kind of expenditures are made (costs are incurred) in anticipation of future cash
inflow. But if expenditure per se (cost in and of Itself) were an asset, then the balance sheet would be a
parking place for innumerable expenditures. The cost of issuing debt could be said to be an asset if cost
itself qualifies as an asset. An enterprise generally needs to spend money to issue debt (pay the
underwriters), but any future cash inflow will come from investing the debt proceeds, not from having
issued the debt and paying the underwriter. Likewise, expenditure made to originate life insurance
policies (pay the insurance agent) would qualify as an asset if cost is an asset, but any future cash inflow
will come from investing money received from the insureds as a premium, not from having originated the
policies and paying the agent.
If a cost may be an asset, then operating losses of new, start-up enterprises would qualify as an
asset. Indeed, expenditures for operating losses of start-up enterprises and expenditure for goodwill are
shorn from the same bolt of cloth; both are expenditures made with the expectation of future cash inflow.
But neither expenditure, In and o f itself, will generate any future cash inflow and therefore cannot be an
asset.
Only real things can produce future cash inflows - things like common stocks, bonds, inventories,
land, buildings, equipment, patents, licenses, and copyrights. Such real things may be measured at cost.
It is the real thing, however, not its cost, that will generate future cash inflow. A cost as such, which is what
goodwill is, can never produce any future cash inflow, and therefore a cost should not be recognized as
an asset. (And, because a cost does not produce any cash inflow, it is not possible to determine whether
the cost is "impaired” by reference either to an external market (because there is none) or to value in use.)
The Basis for Conclusions needs to address the proposition that goodwill is not and should not
be recognized as an asset. This is a serious proposition that the IASC cannot ignore in the exposure draft.

cc: Mr. Gelard
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M. S. B olton , Jr .
Controller

Post Office Box 26666
One fam es River Plaza
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Mr. Daniel Noll
Technical Manager
Accounting Standards, File 4323
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

VIRGINIA POWER

Dear Mr. Noll:
Virginia Electric and Power Company (hereinafter Virginia Power or the Company) respectfully submits
the following comments regarding the Exposure Draft of the Proposed Statement of Position, Reporting on
the Costs o f Start-up Activities.
The Company is a regulated public utility engaged in the generation, transmission, distribution and sale of
electric energy within a 30,000 square mile area in Virginia and in northeastern North Carolina. The
Company’s accounting practices are generally prescribed by the Uniform System of Accounts promulgated
by the Federal Energy Regulatory Commission (FERC) and are reviewed by FERC and state regulatory
commissions in Virginia and North Carolina.
General Comments
Virginia Power believes that costs of start-up activities should be capitalized and amortized over a
reasonable period. Start-up activities are necessary costs that do embody future economic benefits. The
final pronouncement should more clearly define start-up activities and establish parameters for when an
entity enters the start-up phase. The pronouncement should define organizational costs and establish an
allowed amortization period of these costs.
Specific Comments to Issues Presented in the Exposure Draft
Issue 1: This proposed SOP broadly defines start-up activities and provides examples of costs that are and
are not within the scope of this proposed SOP. Is the guidance sufficient to help entities determine what
costs are included in the scope of this proposed SOP? If not, what additional guidance should be included?
The proposed SOP, paragraph 8, does not provide a clear delineation between start-up activities
and development stage efforts. SFAS 7, paragraphs 8 and 9, set forth criteria for identifying a
development stage enterprise. Development stage enterprises may have commenced planned
principal operations, but may still be in the development stage. The activities outlined in SFAS 7
are similar to the activities described in this SOP as start-up costs, including acquiring property,
plant and equipment, recruiting and training personnel, developing markets and starting up
production. Practice has evolved to accept capitalization of such costs by development stage
entities. With respect to development stage entities, AcSEC should reconsider paragraph 27 and
establish boundaries for when the start-up phase begins (and ends).
Issue 2: This proposed SOP requires that entities expense costs of start-up activities as they are incurred.
Should the costs of start-up activities be expensed as incurred, or should they be capitalized and amortized
over some period? If they should be capitalized and amortized, what probable future economic benefits do
those assets represent? Over what period should those costs be amortized?
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Paragraph 33 of the proposed SOP compares costs of start-up activities to research and
development costs, stating that there is no direct causal relationship between the costs incurred and
the future benefits. This is not a valid comparison as research and development costs are incurred
without an entity being able to estimate the timing of accepted results, if even achieved, or without
being able to estimate over what period those costs may be recovered. The costs associated with
start-up activities generally can be attributed to a specific product or process and entities can
estimate over what time period they expect to realize the benefits. Start-up activities are
expenditures that are necessary in order to open a new facility or to introduce a new product or
service, etc., and absent such expenditures, the new facility, product or service would not be
available for revenue-producing operations. Thus, start-up expenditures are necessary and do
embody future economic benefits. We recommend that AcSEC provide more definitive guidance
as to what costs qualify as start-up activities.
It is reasonable to estimate a recovery time period for entities that have contracts with relatively
predictable revenue streams. Costs of start-up activities should be amortized over a reasonable
period not to exceed the maximum amortization established by the AICPA.
Issue 3: This proposed SOP does not require disclosure of start-up costs in an entity’s financial statements.
Should the proposed SOP require any disclosure in the financial statements?
Disclosure of start-up costs should not be required in an entity’s financial statements, unless the
amounts are material to the entity’s financial position or results of operations.
Issue 4: Should organization costs be included in the scope and subject to the provisions of the proposed
SOP? If not, should AcSEC define those costs in this document? Do you agree with the proposed
definition of organization costs in paragraph 9? Is the definition too broad or too restrictive? Why? If you
do not agree with the proposed definition and you believe organization costs should be defined in this
document, please provide a definition.
Organization costs are a type of start-up costs and there should be consistency in how these two
types of costs are treated for reporting purposes. Accordingly, organization costs should be
within the scope of this SOP and afforded the same treatment as start-up costs. We believe the
SOP should define organization costs and provide guidance that conforms with current practice for
amortization thereof. The definition of organization costs in paragraph 9 of the proposed SOP
should be expanded to include more costs associated with the setup of a new entity. A suggested
definition follows:
“Organization costs are costs incurred related to the setup of a separate legal entity. These costs
include, but are not limited to, preparing the entity charter, formation costs, establishing a chart of
accounts, organizational meetings and establishing policies and procedures (Board, management,
legal and accounting) for the entity.”
These costs should be amortized over a reasonable period not to exceed the maximum
amortization established by the AICPA.
Virginia Power appreciates the opportunity to express its views on this Exposure Draft.
Very truly yours,

M. S. Bolton, Jr.

BLAN D
& a sso c ia te s
C P As

INDEPENDENT
B K R
MEMBERS OF
INTERNATIONAL

8712 West Dodge Road • Suite 200 • Omaha, NE 68114 • (402) 397-8822 • Fax (402) 397-8649
July 2 2 , 1997

Mr. Daniel Noll, Technical Manager
Accounting Standards, File 4323
American Institute Certified Public Accountants
1211 Avenue of the Americas
New York, N Y 10036-8775
Re: Exposure draft, Proposed Statement of Position, Reporting on the Costs of StartUp Activities, dated April 2 2 , 1997.
Dear Mr. Noll:
We appreciate the opportunity to respond to the exposure draft as referenced about.
Accordingly, our response will be directed at the four captions you described as being areas
requiring particular attention by respondents. We are responding first as a firm and with
added commentary solicited from personnel of our firm. I think you will find these responses
interesting.
Item #1: This proposed SOP broadly defines start-up activities and provides examples of costs
that are not within the scope of this proposed SOP. Is the guidance sufficient to help
entities determine what costs are included in the scope of this proposed SOP? If not,
what additional guidelines should be included?
The firm response: As a firm, we believe the guidance is sufficient to help entities
determine what costs are included in the scope of the proposed SOP. However, if
possible, we believe that an expansion of the definition would be helpful in
developing what start-up costs are.
As a matter of curiosity, we asked one of our younger accountants with one year
experience to read the Exposure Draft and react to it. We were very surprised that
his response was as follows:
The scenarios in the SOP illustrate what companies are to classify as start-up costs.
When reviewing these cost individually, an argument can be presented very strongly
that they should be capitalized or that they can be expensed or capitalized...,
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The point, we believe, is that there should be a little bit more effort distinguishing
between the reason they start up costs are not capitalized or a more specific reason
for them to be expensed.
Item #2: This proposed SOP requires that entities expense cost of Start-Up Activities as they
are incurred. This proposed SOP would amend the guidance related to Start-Up
Costs in SOP-81-1, accounting for performance of Construction-In certain productiontype contracts: SOP-88-1, Accounting for Development Pre-operating Costs, Purchases
and Exchanges of Take-off and Landing Slots, an Airframe Modification: Audited and
Accounting Guide, Audits of Casinos: Audit and Accounting Guide, Construction
Contractors: Audit and Accounting Guide, Audits o f Federal Government Contractors,
Should the Cost of Start-Up Activities be expensed as incurred, or should they be
capitalized and amortized over some period? If they should be capitalized and
amortized, what probable future economic benefits do those assets represent? Over
what period should those costs be amortized?
From a firm perspective, we believe that the Start-Up Costs should be expensed as
incurred. Our younger staff person is of the opinion that some effort should be
made to amortize start-up costs over some period of time. Again from a firm
perspective, it is our opinion, if start-up costs are to be capitalized and amortized
than the period should be short. We would suggest a three to five year period. Our
reasoning is simply that the nature of start-up costs and their value is so subjective
that any reasonable accounting method, other than a fixed life with no relationship
to contribution of value is going to be abused.
Item #3: The proposed SOP does not require disclosure of Start-Up Costs in an entities’
financial statement. Should the proposed SOP require any disclosures of the
financial statements?
Firm Position: We as a firm emphatically disagrees with this lack of disclosure requirement.
We believe that, if material, start-up costs should be disclosed in the entity’s
financial statements, regardless of the accounting method employed.
Item #4: Though the reporting of organization cost are not addressed in the proposed SOP,
AcSCC has purposely defined the ordinarily then the definition in the Internal
Revenue Code. As a result, the proposed definition may cause temporary tax
differences related to organization costs. Should organization costs be included in
the scope and subject to the provisions of the proposed SOP? If not, should AcSCC
define those costs in this document? D o you agree with the proposed definition of
organization costs in paragraph 9? Is the definition to broad or to restrictive? Why?
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If you do not agree with the proposed definition and you believe organization costs
should be defined in this document, please provide a definition.
From the firms’ perspective, we believe that organization costs should be included in
the scope and subject to the provisions of the proposed SOP. With regard to our
agreement with regard to the definition of organizations costs in paragraph 9., we
agree, although we believe that it is too restrictive. Our position is that when
forming an organization, if organization costs are limited to the five items listed
there are often more activities as a part of the organization process that in our
opinion should be viewed as organization cost. We do not wish to expand the
definition there other than to say we believe its too restrictive and needs to be
broadened.
We appreciate the opportunity to respond to your Exposure Draft and would appreciate the
work that you are performing.
Very truly yours,
BLAND & ASSOCIATES, P.C.

Managing Shareholder

July 22, 1997

E li L il ly a n d

C om pany

Lilly Corporate Center
Indianapolis, Indiana 46285
(317) 276-2000

Mr. Daniel Noll
Technical Manager, Accounting Standards
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Noll:
File No. 4323
Proposed Statement o f Position (SOP)
Reporting on the Costs o f
Start-Up Activities
We appreciate the opportunity to comment on the American Institute o f Certified Public
Accountants’ proposal for the accounting and reporting o f costs o f start-up activities. In
general, we support the issuance o f this SOP. We believe the availability o f this improved
guidance will greatly reduce the currently diverse financial reporting practices and,
consequently, enhance financial statement comparability.
However, the proposed SOP appears to directly contradict existing authoritative
accounting literature designed to address costs incurred to ready an asset for its intended
use. Certain costs, including installation and operational qualification costs, are currently
capitalizable for book and tax purposes as referenced below:
•

FAS 34 paragraphs 6 and 17: “The historical cost o f acquiring an asset includes the
costs necessarily incurred to bring it to the condition and location necessary for its
intended use.” “ ... an asset requires a period o f time in which to carry out the
activities necessary to bring it to that condition and location... The term activities is to
be construed broadly. It encompasses more than physical construction; it includes all
the steps required to prepare the asset for its intended use. For example, it includes
administrative and technical activities during the preconstruction stage, such as the
development o f plans or the process o f obtaining permits from governmental
authorities; it includes activities undertaken after construction has begun in order to
overcome unforeseen obstacles, such as technical problems, labor disputes, or
litigation.”
EITF 90-8 A paragraph 3 : “Costs associated with acquisition and installation o f the
pollution control equipment may be capitalized ...”
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•

International Accounting Standards Section 9016 paragraphs 17 and 18 and 20: “An
item o f property, plant and equipment which qualifies for recognition as an asset
should initially be measured at its cost. The cost o f an item o f property, plant and
equipment comprises its purchase price, including import duties and non-refundable
purchase taxes, and any directly attributable costs o f bringing the asset to working
condition for its intended use; any trade discounts and rebates are deducted in arriving
at the purchase price. Examples o f directly attributable costs are:
(a) the cost o f site preparation;
(b) initial delivery and handling costs;
(c) installation costs; and
(d) professional fees such as for architects and engineers.
Administration and other general overhead costs are not a component o f the cost o f
property, plant and equipment unless they can be directly attributed to the acquisition o f
the asset or bringing the asset to its working condition. Similarly, start-up and similar
pre-production costs do not form part o f the cost o f an asset unless they are necessary
to bring the asset to its working condition. Initial operating losses incurred prior to an
asset achieving planned performance are recognized as an expense.”

• United States Court o f Appeals for the First Circuit. No. 6512, Fall River Gas
Appliance Company, Inc., et al., Petitioners, v. Commissioner o f Internal Revenue.
Respondent: “ ... installation costs ... must be capitalized”
W e encourage the committee to be more specific and exclude costs incurred to ready an
asset for its intended use. We believe the guidance in the International Accounting
Standards articulated above is appropriate.
We have the following comments and suggestions in response to the questions posed by
the AICPA regarding the proposed Statement o f Position, Reporting on the Costs o f
Start-Up Activities:

Question #1: Is the guidance sufficient to help entities determine what costs are
included in the scope of this proposed SOP? If not, what additional guidance should
be included?
The illustrations provided are very helpful in defining start-up activities and associated
costs. However, descriptions o f certain o f the costs are too vague and in some cases
appear to contradict paragraph 8 o f the SOP. Specifically, certain costs reflected within
the scope o f start-up costs in the illustrations are actually activities required to ready an
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asset (tangible or intangible) for its intended use and, as such, SHOULD be capitalized as
part o f the asset.
Within the pharmaceutical industry, preparing a capital asset for its intended use may
involve several phases o f verification and testing activities which should be treated as a
cost o f the asset under current authoritative literature. These activities include some or all
o f the following:
•

•

•

•

Installation qualification (IQ ) - verifying that the equipment and supporting
infrastructure received meets the designated physical specifications. This step
is considered part o f setting up or installing the equipment.
O perational qualification (O Q ) - checking to ensure equipment and
instruments operate according to process specifications which is also
considered part o f setting up or installing the equipment.
IQ /O Q project m anagem ent - costs associated with project management
teams, both employee and third party costs, who have significant involvement
in the IQ/OQ process.
IQ /O Q train in g - training that employees receive by participating in the
IQ/OQ process.

The illustrations, as written, would lead the reader to the conclusion that these costs
should not be capitalized as a part o f the asset.
Further, we do not understand the rationale for splitting fees o f outside consultants as
noted in Illustration #2. These fees generally are so linked that a distinction as
characterized in Illustration #2 would likely be impossible. These fees are also generally a
part o f preparing an asset for its intended use and should be capitalized as part o f the
asset.
Based on the above comments, we suggest that the illustrations and other examples o f
start-up costs included within the scope o f the proposed SOP be modified or clarified to
clearly delineate the scope o f the SOP and the areas excluded by paragraph 8.
Q uestion #2: Should the costs of start-u p activities be expensed as in cu rred , o r
should they be capitalized and am ortized over some period? If they should be
capitalized and am ortized, w hat probable fu tu re economic benefits do those assets
represent? O ver w hat period should those costs be am ortized?
As detailed in our response to question #1 above, if the start-up activity is directly related
to preparing long-lived assets (buildings and equipment including computers) for their
intended use or the acquisition o f intangible assets, then start-up activity costs should be
capitalized as part o f the related asset. All costs would be recovered over the period o f
the book and tax lives o f the asset.
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Question #3: This proposed SOP does not require disclosure of start-up costs in an
entity’s financial statements. Should the proposed SOP require any disclosures in
the financial statements?
We agree with the proposed SOP as drafted. N o disclosure o f start-up costs should be
required in the financial statements.

Question #4: Should organization costs be included in the scope and subject to the
provisions of the proposed SOP? If not, should AcSEC define those costs in this
document? Do you agree with the proposed definition of organization costs in
paragraph 9? Is the definition too broad or too restrictive? Why? If you do not
agree with the proposed definition and you believe organization costs should be
defined in this document, please provide a definition.
Organization costs and the related amortization period should be defined to parallel the
existing guidelines in the Internal Revenue Code. This is current practice for many
entities. The costs o f tracking temporary tax differences resulting from different definitions
and accounting treatments outweigh any benefits, especially given that organization costs
for many entities are insignificant.
*****
We would be pleased to discuss our comments and recommendations with you at any
time.
Very truly yours,
ELI LILLY AND COMPANY

Arnold C. Hanish, Director,
Corporate Accounting and Chief Accounting Officer

ACH/me

Lee Irving
Executive Vice President
and Chief Accounting Officer
KeyCorp
127 Public Square
Cleveland, Ohio 44114-1306

Tel: (216) 689-3564

July 2 1 , 1997

Mr. D aniel Noll
T echnical M anager
A ccounting S tan d ard s
File 4323
A m erican Institute of Certified Public A ccountants
1211 A venue of the A m ericas
New York, NY 10036-8775
D ear Mr. Noll:
We a re w riting in resp o n se to your invitation to com m ent on th e Proposed S tatem en t of Position,
R eporting on th e Costs o f Start-U p A ctivities (the “SOP”).
KeyCorp (“Key”) h e a d q u a rte re d in Cleveland, Ohio, is a b an k -b ased financial services com pany
th a t, a t D ecem ber 3 1 , 1996, h a d assets in excess of $67 billion. Key h a s a n etw o rk of
approxim ately 1,200 b an king offices acro ss 15 states an d offers a w ide ra n g e of ban k in g , fiduciary
an d o th er financial services to co rp o rate, individual an d institutional custom ers. Key h a s h a d
m any o pportunities to involve itself in sta rt-u p activities an d th u s, h a s a vested in te re st in th e
AICPA’s a p p ro a c h to the tre a tm e n t of sta rt-u p costs.
We acknow ledge an d su p p o rt the AICPA’s effort to m ain tain consistency w ithin financial rep o rtin g .
F u rth e r, w e a re in a g reem en t w ith p a ra g ra p h one of th e SOP th a t th e costs of s ta rt-u p activities
a re u n d e rta k e n to c re ate fu tu re econom ic benefits. In fact, it is for th ese re a so n s th a t w e object to
expensing s ta rt-u p costs as they a re in cu rred . We contend th a t th e re is a significant relatio n sh ip
b etw een sta rt-u p costs and re la te d fu tu re economic benefits.
It w ould a p p e a r th a t the SOP is b a se d on the id ea th a t sta rt-u p costs p ara llel those of re s e a rc h an d
developm ent costs as established in FASB Statem ent No. 2, A ccounting fo r R esearch a n d
D evelopm ent Costs. We do not believe this to be the case. T h ere is norm ally a su b sta n tia l
difference b etw een the technological and com m ercial feasibility of classic re s e a rc h an d
developm ent in c o n tra st to the recoverability of business sta rt-u p costs. The la tte r is usually
d ep en d en t on th e b u siness acum en of the pro p rieto r-to -b e as opposed to the q uestionable viability
of re s e a rc h an d developm ent. F u rth erm o re, an underlying b asic principle of accounting h a s
alw ays b e en to assum e a going concern ab sen t evidence to th e contrary. It is a p p a re n t th a t the
proposed SOP ru n s co u n ter to th a t philosophy. S tart-up costs should be eligible for capitalization
and am ortization until such tim e as th e re is presum ptive evidence th a t th e costs can n o t be
recovered.
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We a ss e rt th a t th e costs in c u rre d to s ta rt up a busin ess a re sim ilar to those in c u rre d in conjunction
w ith th e acquisition of pro p erty , plant, an d equipm ent. A ccording to FASB S tatem en t No. 34,
C apitalization o f In te re st Costs, “the historical cost of acq u irin g a n a sse t includes th e costs
necessarily in c u rre d to b rin g it to the condition and location n e ce ssa ry for its in ten d ed u s e .” We
contend th a t s ta rt-u p costs re p re se n t those costs th a t m u st be in c u rre d to p re p a re th e new
b u siness for its in ten d ed use. Only once th e bu sin ess h a s re a c h e d this p oint will it b e able to
recognize econom ic benefits. It is in this w ay th a t th e re is a significant relatio n sh ip b etw een s ta r t
up costs an d re la te d fu tu re econom ic benefits. T h erefore, Key su p p o rts th e c u rre n t p ra c tice of
capitalizing an d am ortizing sta rt-u p costs ra th e r th a n expensing th em as in c u rre d .
We w ould like to fu rth e r point out th a t th e activities included in th e SOP’s definition of s ta rt-u p
costs a re in fact the b asis for p re p a rin g th e busin ess for its in ten d ed use. W ithout th e one-tim e
activities re la te d to opening a new facility, intro d u cin g a new p ro d u ct o r service a n d conducting
b u sin ess in a n ew a re a , these goals could not be accom plished. Once again, w e a s s e rt th a t sta rt-u p
costs re su lt in fu tu re econom ic benefits.
As indicated in th e SOP, a book-tax difference will be cre ate d if this p ro p o sed SOP is im plem ented.
C urrently, b o th G enerally A ccepted A ccounting Principles an d Section 195 of th e In te rn a l R evenue
Code re q u ire s ta rt-u p costs to be capitalized an d am ortized over a five y e a r period. D ifferences
b etw een book an d ta x accounting occur frequently in practice; w e believe th e avoidance of such
differences should n ot be a p rim ary consideration in th e creatio n of accounting s ta n d a rd s.
H ow ever, th e in te n t of th e stan d a rd -se ttin g com m unity should be to m inim ize su ch differences
w h enever possible. In this case, w e believe th e accounting found in Section 195 to be m ost
a p p ro p ria te .
The SOP p ro p o ses th a t th e initial application be re p o rte d as a cum ulative effect of a ch an g e in
accounting principle. We do not believe this tran sitio n tre a tm e n t a p p ro p ria te given th e potentially
su b sta n tia l n a tu re of the change and the fact th a t th ese costs w ere previously acco u n ted for in
accordance w ith GAAP. In the event th a t th e final SOP re q u ire s capitalization, w e su g g est th a t
com panies be p e rm itte d to apply the SOP prospectively an d to continue to am ortize all s ta rt-u p
costs in c u rre d before th e effective date.
If you w ould like to discuss our com m ents in m ore detail, please feel free to co n tact m e a t (216)
689-3564 o r Bill Schlag a t (216) 689-4682.
Sincerely,

Lee Irving
Executive Vice President

& Chief A ccounting Officer

TEXTRON
40 Westminster Street
Providence, Rl 02903
401 / 421-2800

Textron Inc.

July 23, 1997

Mr. Daniel Noll
Technical Manager - Accounting Standards
File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036
Dear Mr. Noll:
Textron is pleased to provide comments on the Proposed Statement o f Position "Reporting on the
Costs o f Start-Up Activities." Textron is a $10 billion, global, multi-industry company with
operations in aircraft, automotive, industrial and finance markets. The proposed SOP would
provide guidance on the financial reporting of start-up costs and require the costs o f start-up
activities to be expensed as incurred. Textron agrees that currently diversity exists in practice
with respect to the accounting for start-up costs and start-up activities. Textron also agrees that
in many circumstances the costs o f start-up activities should not be capitalized as assets because it
is not possible to demonstrate the future economic benefits that those assets would represent.
However, we have the following comments:
The proposed SOP defines start-up activities broadly as "those one time activities related to
opening a new facility, introducing a new product or service, conducting a business in a new
territory, conducting business with a new class o f customer or beneficiary, initiating a new process
in an existing facility, or commencing some new operation." In addition, the proposed SOP states
that "start-up activities relate to the periods before an entity commences operations on production
and after operations have begun, but before normal productive capacity is reached. Therefore,
costs o f start-up activities include learning costs, and operating losses incurred before a project
reaches normal productive capacity." The proposed SOP then uses illustrations to identify start
up costs that are within the scope o f the SOP, and specifically identifies costs that are outside o f
the SOP. In effect, the proposed SOP attempts to define start-up costs by identifying those costs
that are not start-up costs. We find this approach to be difficult and believe that different
interpretations will lead to continued diversity in practice. We believe that the guidance would be
improved if the AcSEC were to define those costs that are considered to be start-up costs and
therefore are within the scope o f the SOP.
s:\cont\dala\memo\ 122.doc

-2 The proposed SOP would amend SOP 81-1 by requiring start-up costs to be expensed as incurred
rather than charged to existing contracts. We do not support the proposed amendment to SOP
81-1 for the following reasons:
Contracts covered by SOP 81-1 are "binding agreements between buyers and sellers, in which the
seller agrees for compensation to perform a service to the buyers specifications."
The
performance often extends over long periods and the seller's right to receive payment depends on
his performance in accordance with the agreement. SOP 81-1 includes as examples contracts
such as those in the construction industry, contracts to design and build ships and transport
vessels, or a contract to design, develop, or modify complex aerospace electronic equipment to
the buyers specification. Contract costs are accumulated in the same manner as inventory costs
and are charged to operations as the related revenue from contracts is recognized. Inventoriable
costs are limited to amounts that when added to the estimated cost to complete are equal to or
less than the estimated realizable value o f the related contracts. SOP 81-1 references learning and
start-up costs as precontract costs. It indicates that learning and start-up costs incurred in
connection with existing contracts should be charged to those contracts and not deferred in
anticipation o f follow-on or future contracts for the same goods and services. Learning and start
up costs are identified as consisting o f labor, overhead, re-work, or other costs that must be
incurred to complete the existing contracts or contracts in process. We believe that such costs are
inventoriable (presuming that the total start-up costs, along with the estimates to complete the
contract would not be in excess o f the contract's realizable value). We believe that within the
context o f contract accounting and SOP 81-1, the start-up and learning costs incurred in
connection with existing contracts should not be expensed as incurred because the recoverability
o f those costs (i.e., the future economic benefits that supports recording those costs as an asset) is
embodied by the realizable value o f the related contract.
In addition, the types o f contracts accounted for under SOP 81-1 are often for the manufacture,
construction, or production o f complex large pieces o f equipment. We believe that often it will
not be feasible or practicable to identify learning or start-up costs separately from other contract
costs as those costs are being incurred. Therefore, we suggest that the references to SOP 81-1 be
removed from the final SOP. If the references to SOP 81-1 are retained, an example o f the
application o f the proposed SOP to a contract covered by SOP 81-1 should be included in the
final document.
* * * * *
We appreciate the opportunity to present our view and will be pleased to discuss any aspect o f
our letter with the AICPA or its staff. If you have any questions, please call Chris Rees, Director
o f Financial Reporting and Accounting at 401-457-6044.
Regards

W. Christopher Rees

Director
cc:

S. L. Key
R. L. Yates

M A S S A C H U S E T T S S O C IE T Y O F CERTIFIED P U B L IC A C C O U N T A N T S , In c .
(617) 556-4000 FAX (617) 556-4126
Toll Free 1-800-392-6145

105 C h a u n cy Street, Boston, MA 02111

July 18, 1997
Daniel Noll, Technical Manager
Accounting Standards, File 4323
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE: Proposed Statement of Position - Reporting on The Costs o f Start-up Activities
Dear Daniel:
The Accounting Principles and Auditing Procedures Committee is the senior technical
committee of the Massachusetts Society of Certified Public Accountants. The Committee
consists of over thirty members who are affiliated with public accounting firms of various
sizes, from sole proprietorships to international “ big six “ firms, as well as members in
both industry and academia. The Committee has reviewed and discussed the Proposed
Statement of Position - Reporting on The Costs o f Start-up Activities The views
expressed in this comment letter are solely those of the Committee and do not reflect the
views of the organizations with which the Committee members are affiliated.
Following are our comments on the specifically requested issues addressed by the
exposure draft:
1. Is the guidance sufficient to help entities determine what costs are included in
the scope o f this proposed SOP?

•

the committee believes that the guidance is sufficient to help entities
determine what costs are included in the scope of the proposed SOP.

M A S S A C H U S E T T S S O C IE T Y O F CERTIFIED P U B L IC A C C O U N T A N T S , In c .
10 5 C ha u n cy Street Boston, MA 02111. (617) 556-4000 FAX (617). 556-4126,
T oll Free 1-800-392-6145
Should the costs of start-up activities be expensed as incurred, or should they_________

be capitalized and amortized over some period? I f they should be capitalized
and amortized, what probable future economic benefits do these assets
represent? Over what period should those costs be amortized?
•

the committee was divided: 1.) those that support the proposed
expensing o f such costs believe that they do not represent assets with
future economic benefits and that the selected amortization periods
would be varied among entities, as is the current practice. They
believe that the proposal would promote uniformity throughout
financial reporting and help better reflect the true assets o f an
enterprise in its balance sheet; 2.) those that oppose the expensing o f
such costs argued that we are ignoring the concept o f matching
revenue and expense and that such a proposal should not be uniformly
applied in all industries. They believe that the expensing o f such costs
would distort the overall performance o f an enterprise during this
crucial period and would not deliver the relevant information to the
user o f the financial statements. Those committee members believed
that if the amortization period has become so varied in practice, then
more guidance and additional disclosure requirements should be
developed in that area.

3. Should the proposed SOP require any disclosures in the financial statements?
• - again the committee was divided: 1.) some o f the members argued that
since the accounting for these costs has been likened to the costs o f
research and development, and that since those costs are required to be
separately identified and disclosed in the financial statements and
notes, then the costs o f start-up activities should also be required to be
separately identified and disclosed in the financial statements and
notes. In addition, the AcSEC provides guidance in the proposed SOP
on determining the “period o f incurred costs” which some members
believe to be useful; however with no specific disclosure requirements,
such guidance would not seem necessary; 2.) other members o f the
committee argued strongly that no specific disclosure requirements
should be required since these costs, if significant, would already be
required to be disclosed under existing generally accepted accounting
principles.

M A S S A C H U S E T T S S O C IE T Y O F CERTIFIED P U B L IC A C C O U N T A N T S , In c .
105 C h a u ncy Street. Boston. MA 02111

(617) 556-4000

FAX (617) 556-4126

Toll Free 1-800-392-6145

4. Should organization costs be included in the scope and subject to the
provisions o f the proposed SOP? I f not, should AcSEC define those costs in
this document? Do you agree with the proposed definition o f organization
costs in paragraph 9?

•

The committee believed that the definition of organization costs was
sufficient and, if the proposal becomes effective, then the definition
should be included in the scope of the proposal. However, the
committee did agree that those types of costs generally are not
material, and therefore, do not need to be specifically addressed if the
proposed SOP is not approved.

We appreciate the opportunity to present our comments and thank you for your
consideration.

Very truly yours,

Jeffrey D. Solomon, CPA, Chairman
Accounting Principles and Auditing Procedures Committee
Massachusetts Society of Certified Public Accountants
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July 25, 1997

Mr. Daniel Noll
Technical Manager
Accounting Standards Division
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Proposed Statement of Position,
“Reporting on the Costs of Start-Up Activities”
(File 4323)
Dear Mr. Noll:
We concur that the costs of start-up activities should be expensed as incurred, and a final
Statement of Position (SOP) should reduce diversity in practice. However, we believe the
proposal’s impact on contract accounting is unclear. In addition, we are concerned that in the
proposal’s present form, preparers and auditors will find it difficult in many cases to distinguish
costs of a start-up activity from other costs that are excluded from the scope of the SOP.
Accordingly, we believe that the effect of the SOP on AICPA literature and the guidance for
determining what are start-up activities and associated costs require further clarification prior to
issuance of the final statement. We do agree with the proposal that no new disclosure should be
required, particularly because of the potential record keeping costs that would have to be incurred
to separately track those expenditures meeting the definition of start-up costs, as well as the
disclosure overload problem that already exists today.
Our detailed comments follow:
Effect o f SOP on AICPA Literature

Paragraphs 14, 17, and 18 of the proposal would amend SOP 81-1, Accounting fo r Performance
o f Construction-Type and Certain Production-Type Contracts, and the Construction Contractors
and Audits o f Federal Government Contractors Audit and Accounting Guides by stating,
“Learning or start-up costs incurred in connection with existing contracts and in anticipation of
follow-on or future contracts for the same goods or services should be expensed as incurred.”
We are unclear as to how these amendments to SOP 81-1 and the Audit and Accounting Guides
are to be interpreted for learning costs. Under present practice, learning or start-up costs incurred
in connection with existing contracts and in anticipation of follow-on or future contracts for the
same goods or services are charged to existing contracts. For example, assume a highway
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contractor is engaged in a single contract to construct a stretch of highway containing five
bridges. The contract is entered into on December 1, 1997, and the work will be performed over
a three-year period of time. After the work under that contract is complete, the contractor
anticipates entering future contracts to perform similar work for other parties. In December
1997, the contractor’s workers attend specialized engineering classes to learn how the bridges
should be constructed (such specialized training was a condition of the contract). Due to a
normal learning curve, the contractor anticipates that the first bridge individually will cost more
to construct than the other four bridges, with proportionately lower costs being incurred on the
later bridges as the workers’ knowledge and proficiency increase. The contractor’s bid on the
highway and five bridges was intended to achieve a single acceptable overall profit margin.
Under present practice, the learning costs in the above example would be included in estimating
the gross profit for the entire existing contract. As a result, such costs, in effect, would be
distributed over all five bridges but not over any future contracts. It is unclear, however, how the
learning costs would be accounted for under the proposed SOP. It would appear that the cost of
the specialized classes would be expensed as incurred in December 1997 prior to the
commencement of construction, and the inefficient extra costs associated with early construction
would be required to be expensed as incurred. However, from a practical perspective, it would
seem very difficult to isolate the inefficient costs associated with construction of the first bridge
so that they could be expensed as incurred rather than over the five bridges. Accordingly, we
question whether that was AcSEC’s intent. Further, regarding the cost of the specialized training
classes incurred prior to actual construction, the SOP requires that these costs be expensed as
incurred even if the contract specifically provided that such costs would be directly recovered
under the contract. A final SOP should explicitly clarify the changes that are being made in
accounting for long-term contracts.
In addition to the amendments regarding learning costs, the amendment to paragraph 75(a) of
SOP 81-1 also is ambiguous. As amended, paragraph 75(a) would allow deferral of certain
precontract costs if they are not start-up costs. It is unclear what type of costs could continue to
be eligible for deferral, and an example or further explanation is required.
We also note the proposal does not amend paragraphs 3.57 - 3.60 of the Audit and Accounting
Guide, Audits o f Federal Government Contractors, which deal with the “program accounting”
method which is used in the commercial aerospace industry. Under program accounting,
companies estimate the number of units to be produced under existing and anticipated contracts,
and in effect, spread learning costs from the initial contracts over all contracts. This appears to
contradict the amendments made to SOP 81-1 and the Audit and Accounting Guides. A final
SOP should be explicit regarding whether program accounting would be impacted by a standard
on start-up costs.
Service Contracts

Many companies provide services to others (such as data processing) under contractual
arrangements that contain a defined term. Revenue under such contracts generally is recognized
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as services are performed and costs incurred in providing the services are treated as period costs.
However, service providers sometimes incur start-up costs at the inception of these contracts
(e.g., loading existing customer data, specialized training) that are incremental and directly
related to the contract, and that are intended to benefit the contract over its entire term.
We understand that one of the key reasons that AcSEC rejected the deferral of start-up costs was
because of the difficulties associated with determining an amortization period for the costs that
would be other than arbitrary. However, under a contract with a specified term, that difficulty
would not exist. Accordingly, some believe these are recoverable contract costs that are
capitalizable, while others believe these are start-up costs that should be expensed. We
recommend the final SOP clarify the treatment of costs related to service contracts that are
incurred prior to the commencement of revenue producing activities.
Costs Incurred in Association with Tangible and Intangible Assets

A variety of “soft costs” often are incurred in the preparation of a tangible asset for its intended
use. Such costs may include obtaining equipment certification, licensing costs, testing the new
asset, and required training and certification of the new asset’s operators. In certain industries,
regulatory constraints may even prohibit a new facility from being opened until employees have
fulfilled certain mandatory training requirements. Under present practice, costs associated with
these activities sometimes are classified as part of the cost of the tangible asset, particularly on
large scale capital projects.
Paragraph 8 of the proposed SOP specifically excludes the cost of acquiring or developing
tangible assets and costs eligible to be capitalized as part of long-lived assets from the scope of
the proposal. Paragraph 6 states that, “an entity should not infer that costs outside the scope of
this SOP should be capitalized unless those costs qualify for capitalization under other generally
accepted accounting principles.” We recognize that it is beyond the scope of the SOP to address
which costs may be capitalized as part of a tangible asset. However, if a company previously
included certain costs in fixed assets which could now be interpreted to be start-up costs under
the proposed SOP (e.g., federally required training before a plant can be opened), that company
may find it unclear whether it may continue this policy (i.e., whether such costs are within the
proposal’s scope). More explicit guidance is needed.
Similar issues may arise with regard to intangible assets. For example, a company may pay a
retailer a “slotting fee” for shelf space and capitalize it as an acquired intangible asset. If this
represents a new product being introduced, would the fee be viewed as a start-up cost that should
be expensed as incurred? Again, guidance for these type issues would be helpful.
Reengineering Costs

It is unclear whether reengineering costs are within the scope of the proposed SOP. The
definition of start-up activities in paragraph 4 of the proposal could be interpreted to include
process reengineering activities in certain situations. Further, Illustrations 2 and 5 indicate that
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consultant fees, a common component of reengineering costs, are within the scope of the
proposed SOP.
In a recent meeting, AcSEC discussed whether reengineering costs should be included within the
scope of the internal-use software proposal, but deferred a decision to a later date. Recently, the
EITF agreed to address the subject of reengineering costs and preliminarily observed that such
costs should be expensed. We believe that AcSEC should specifically state in the final SOP on
start-up activities whether reengineering costs are included within its scope. If addressed in
another project, reengineering costs should be excluded from the start-up activities SOP.
Organization Costs and Transition

The proposal indicates that organization costs are excluded from the scope of the SOP if they
meet the definition in paragraph 9. Presumably, any organization costs that do not meet that
definition should be expensed as incurred (assuming the costs in question meet the definition of a
start-up cost). Given this presumption, it is unclear how costs previously capitalized as
organization costs, but that do not meet the proposed paragraph 9 definition, should be treated
upon adoption of the statement (i.e., expensed through the cumulative effect of adoption or
continue to be amortized on a prospective basis). Because organization costs are excluded from
the scope, we recommend that amounts previously capitalized not be adjusted to apply the new
definition upon adoption of the SOP.
Other Comments

Regarding transition, although paragraph 20 implicitly requires disclosure of the effect of the
accounting change on net income and earnings per share in the year of adoption, we recommend
that this be stated explicitly.
Paragraph 36 lists FASB literature that is not amended by the SOP. We suggest adding FASB
Statement 34, Capitalization o f Interest Cost, because interest may be capitalized during the
period that could include a start-up period.

We appreciate the opportunity to present our views on the proposal and would be pleased to
discuss our letter with AcSEC or the AICPA staff at your convenience.
Very truly yours,

One Baxter Parkway
Deerfield, Illinois 60015-4633

Fax: 847.948.3948

B a x te r
July 23, 1997

Mr. Daniel Noll
Technical Manager, Accounting Standards, File 4323
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Noll:
We appreciate the opportunity to comment on the proposed Statement of
Position: Reporting on the Costs of Start-Up Activities. We hope that our
comments, which we have drawn from circumstances and considerations
arising from our Company’s actual operations, show how important the
accounting for such costs can be for enterprises such as our Company.
Companies utilizing advanced medical biotechnologies and subject to
today’s extensive governmental regulation must incur sizable outlays not
only for the brick-and-mortar type costs of a production facility. In
addition, an often lengthy and costly licensing process has to be
completed. A portion of our comments addresses the need to deal more
definitively with the accounting for such costs.

We would be pleased to respond to any questions you should have. You
may contact Mr. Olaf Virro at (847) 948-2374.
Sincerely,

Brian P. Anderson
Corporate Vice President, Finance

BPA:bhv
Enclosure
STARTUP

Summary

•

The proposed SOP acknowledges in par. 8 that certain “costs related to
start-up activities are outside the scope” of the SOP. These include “costs
that are eligible to be capitalized as part of ...long lived assets or some
other internally developed intangible assets." On the other hand, the
proposed SOP mandates in par. 13 that costs of start-up activities are to be
expensed.

In view of this divergent accounting treatment, we believe that the proposed
SOP needs to define and elaborate on how to differentiate between “costs
related to start-up activities” which are not “costs of start-up” and the costs
of start-up activities. Of course, certain categories such as fixed assets
acquisition costs for a start-up operation are clearly capitalizable as fixed
assets. However, for the “some other internally developed intangible
assets” the distinction may not be as well established in our accounting
model.

For instance, enterprises operating in the biotechnology area incur very
sizable “internal costs" in obtaining a process/product/facility specific
license from the FDA or another regulatory authority. Such costs are
significant amounting to 25% to 35% of the costs of the physical plant.
These costs arise from having to operate the plant to produce the product to
be licensed for regulatory testing and validation purposes. The activities
required for licensing are also intermittent and may extend over a lengthy
period, which would be considered, according to the proposed SOP
definition, a start-up period. However, without such a license, the capital
expenditures incurred to build and equip the facility have no future
economic benefit except as scrap.
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We have concluded that such costs are most accurately accounted for and
reported as costs of obtaining the license described. Illustrations 1
(...registration, product approval costs, 3 (costs to obtain a liquor license),
and 5 (government registration fees, and inspection costs) are presented as
examples of costs outside the scope of the proposed SOP. However, we
believe the SOP should address more extensively the
product/process/facility licensing costs described above which are much
greater than any fees or inspection costs paid or reimbursed to a regulatory
authority. Our Discussion sets out the relevant circumstances and
conceptual rationale for the accounting treatment advocated.

Note that the SOP should address this point even if no other parts of the
proposed SOP were to be modified.

•

Separately from the issue of licensing costs, we also believe that conclusion
in the SOP, namely that “costs of start-u p activities should be expensed as
incurred”, is a far too simple, broad-brush approach. Rather than address
the issue based on the facts and circumstances of differing start-up
situations, the SOP appears to want to make the issue simply go away. We
do not believe that such an “expense-in-any case” is required by current
accounting concepts. Nor does this approach enhance the reporting of an
enterprise’s earning process or communicate the underlying economic
realities that financial reporting seeks to portray.

We believe that the costs of start-up activities should be capitalized only in
circumstances where the activities during the start-up period are designed
to lead, or contribute, to the attainment of a targeted performance level that
can be measured reliably.
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Such performance targeting is most clearly evident and measurable in
manufacturing processes or facilities, and, perhaps to a slightly lesser
degree, in very process-oriented service operations with clearly measurable
throughputs.

On the other hand, the costs of start-up activities not within a very defined
framework should be expensed as incurred. Start-up activities such as
marketing programs or the opening of new retail stores have to deal with
many factors external to the enterprise, and it is not sufficiently evident how
activities during the start-up period can be related to a subsequent clearly
measurable performance level.

We are aware that applying guidance along the above lines to actual
situations calls for analysis and judgment. It is admittedly harder to
determine applicability for some than to mandate capitalization for none.
However, the effort is warranted in our opinion. The impact of starting-up
manufacturing plants or process-driven service center operations is likely to
be much more significant in terms of costs and less frequent than the
continued addition of chain-specialty stores or coffee shops, for which start
up costs would not be capitalizable.

Our Discussion draws on our Company’s actual experience with start-up
activities to support our views.

-4 DISCUSSION

Process/product/facilitv license costs

The proposed SOP does not adequately clarify what characteristics and criteria
would place certain “costs related to start-up activities” outside the scope of
this SOP. This is particularly troubling given the rather broad definition of start
up activities and periods. The SOP allows for capitalization of costs “as part of
inventory, long-lived assets, or some other internally developed intangible
assets.” However the recognition of what elements constitute an intangible
asset created other than by purchase has not been always clear. There are
certain guidelines (nonrecognition of internally developed goodwill, expensing
of all internal R&D whether with alternative future uses or not, conditional
capitalization of software development costs, etc.), but these do not address
the costs related to start-up activities.

Enterprises in the biotechnology area make major capital expenditures for
technically advanced plants using recombinant-engineering technologies.
However, such plants cannot be operated to produce salable therapeutic
products without an approval of the FDA or other national or regional
regulatory authorities. Such authorities require that the enterprise obtain a
product-specific, process-specific, facility-specific license before any product
may be sold.
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In order to obtain such a license, the enterprise has to finish constructing the
plant and installing the equipment and then hire a certain minimum staff to
operate the plant. The facility must then operate and produce certain batches
of the product at specified intervals, with product to be tested for
characteristics, consistency over time, stability, etc. The enterprise must also
develop protocols and other procedures that satisfy the regulatory
requirements. The FDA and/or other regulatory authorities will conduct reviews
to ensure the processes are validated and they will also conduct certain other
inspections or observations. This process/plant validation extends over a
relatively long period, say a year or more. During that period, there is much
down-time between the test batches and other related activities. However, the
enterprise must maintain the staff, including a set of highly skilled individuals
that cannot be simply employed when needed.

The costs described above are incurred during periods, during which according
to par.5 of the proposed SOP, start-up activities take place. We have
concluded that these costs are incurred substantially in developing an internal
intangible asset, namely the particular license from the regulatory authority.
Admittedly, the activities carried out will also benefit future operations in that
the assembled work force will form the core of the future employee groups, in
that processes will have been validated, equipment calibrated, etc. However, it
is the licensing requirements that drive the costs, particularly due to the
regulatory agency’s often very deliberate and delayed approaches, with little, if
any, consideration given to the economic costs to the enterprise. We have
therefore concluded that the costs arising from the process/plant validation
activities required for the regulatory license should be capitalized as
product./plant license costs rather than as start-up costs.
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We may summarize the above discussion and briefly mention some other facts
and concepts to support our conclusion as follows:

(1) The license described above is required by legislation and related rules
before any product from the facility can be released for use and sold. Put
differently, the “brick-and-mortar” (and the stainless steel equipment and
fixtures) embodied in the fixed asset costs cannot be recovered, i.e., represent
a future economic benefit to the enterprise, without such a license. The license
costs and plant costs are inseparably linked.

(2) The process/plant validation activities are driven by the objective of
obtaining the license and not geared toward learning how to operate the facility
on an efficient, commercial basis. What is done is guided or prescribed by
regulatory requirements rather than by the enterprise’s management.

(3) The duration of the licensing process, and therefore a good part of the costs
incurred, depends in large measure on how expeditiously the regulatory
authority review the results, what questions it raises, and when it has its own
resources available to conduct its inspection(s). The regulatory authorities are
generally not motivated to minimize the economic costs of the licensing
process to the enterprise and the enterprise cannot generally accelerate the
process.
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(4) The costs expended during the licensing process are by no means trivial or
incidental to the total facility costs; these costs can amount to 25% to 35% of
the already high facility construction costs. This means that such costs
deserve very careful consideration, in particular as to how the results of the
enterprise’s earnings process are to be reported. It is conceptually
inconsistent and misleading to expense the licensing-driven costs as incurred
but at the same time depreciate the fixed assets, with which these costs are
inseparably linked, over their relatively long useful lives. In other words, the
plant costs would be allocated to the periods when the products governed by
this license would be produced and sold but the very costs of obtaining that
license would not be.

(5) The fixed asset costs and the inseparably linked license costs can be
clearly related to a group of future net cash flows, namely the net cash inflows
from the products produced in the facility. Should any impairment issues arise
in some future period, we would be able to apply the guidance set out in FAS
#121 rather easily.

We have prepared a condensed description showing how demanding and
extensive the product/process/facility licensing procedure is and what cost
burdens it imposes on a company like ours, based on an actual facility of the
Company. We hope that this summary will help the reader to gain a better
perspective of how licensing is inseparably linked to securing the future
economic benefits from a biotech plant. Please refer to the appendix for this
description.
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Capitaiization of start-up costs that can be measured and have identifiable
future benefits.

Except for the costs “outside the scope of this SOP,” the definition of start-up
activities is so very broad that it includes practically all conceivable activities
prior to the commencement of “normal operations.” We believe that such a
definition does not adequately differentiate between cases where start-up
activities are almost incidental without measurable benefits and cases where
such activities involve material expenditures that are aimed at achieving a
certain performance level with respect to very definitive, measurable targets.

For example, we would estimate that the pre-opening costs during a week or
two incurred by a retailer opening new stores in shopping centers are not very
large. The costs would consist of stocking the store and training a work force
in the particular processes used by the retailer. Moreover, while there are
undoubtedly future benefits to be had from this, it is very difficult to identify and
measure them. Such indicators as sales/employee, sales/square foot, etc.
depend on many factors outside the enterprise such as the store location, the
competitive environment etc.

Certain start-up activities, on the other hand, incur costs and generate benefits
that are quite susceptible to reasonably precise measurement. We believe this
to be the case in an industry the Company participates in, namely the medical
device industry.
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Let us illustrate the factual situation by means of a real-word event:

Management has decided to transfer the manufacturing of a certain product
group from plant X to plant Y. First of all, management calculates that this
transfer makes economic sense, i.e., it generates the required rate of return.
Included in the calculation are both the exit costs and manufacturing start-up
costs. Management has available a rigorously calculated standard of
manufacturing performance that plant Y is to meet. This standard, while
internal to the Company, is based on actual performance achieved at plant X,
as modified for equipment configuration and other changes in the process.

Once production has been transferred to plant Y, that plant is producing
saleable product but in a start-up mode. This means that management is
monitoring the plant’s performance by work station, production department, by
process, by lot change-over, etc. with a well validated standard as its
reference. Management may also “call time out” for specific training,
rebalancing the line, adjusting the equipment, etc., all with the objective of
meeting the performance target.

Progress toward achievement of the standard can be identified and measured
and attributed to the actions taken. The plant has available to its numerous
tools such as quality management to enhance the performance. While a
portion of the future benefits is attributable to improving skill levels of the work
force, the knowledge and skills are also in effect documented and become part
of manufacturing facility’s production skills and technology base.
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The point we wish to make is that the start-up activities are not merely activities
that somehow occur during the period before “normal performance” is attained.
Instead, these consist of definite, targeted management actions directed at
attaining the targeted performance level. For example, time may be “diverted”
from production for specific training in response to a particular shortfall.

We believe, therefore, that such “start-up inefficiencies” at plant Y as measured
against a valid standard represent capitalizable incremental costs that should
not be treated as period costs. The initial incurrence but subsequent
disappearance of such incremental start-up period costs, when combined with
the fact that related improved performance can be identified and traced to
specific actions or experience, is persuasive evidence that they have helped to
secure a higher level of performance for the plant.

At the same time, we realize that we must set some limits to what may be
treated as start-up learning costs. In the Company, we avoid arbitrary or
excessive start-up cost amounts by terminating what we consider the start-up
period upon attainment of the standard or after a certain period if the standard
has not been attained in spite of initially improved performance that has then
leveled off.

Note also that capitalized start-up costs are probably one of the asset
categories for which it is relatively easy to assess recoverability or impairment
in that these costs relate to a specific manufacturing facility and product line(s).
The relevant future net cash flows from which these costs are to be recovered
are fairly easy to identify.
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We acknowledge that for some industries it may be difficult or impossible to
relate the start-up period costs to sufficiently identifiable future benefits. We
would expect that to be the case in service operations where many factors
outside of management’s control are involved. These factors influence the
results of operations so that these results cannot be attributed to start-up
period improvements, such as the elimination of very identifiable and
measurable production inefficiencies. However, even in certain service
operations where processes are proceduralized and measured we may reliably
measure initial process inefficiencies and their reduction during a start-up
period by measuring the outputs (or throughputs) of these operations. A good
example might be a large regional or national center that receives, sorts, and
dispatches a large number of packages over a defined period. In such a
facility, the start-up activities would consist of training the work force and of the
coordination of the various processes to attain an efficient level of performance
in relation to the throughput.

We recognize that such an accounting calls for analysis and judgment but so
do other areas in accounting and reporting. In certain industries start-up costs
are significant and susceptible to measurement so that an overly simple rule of
blanket expensing would distort the results of operations. Moreover, note that
achieving comparability within the same industry or between similar industries
is a much more desirable and practical goal than forcing all enterprises into the
same straight jacket type of accounting. The fact that start-up costs do not
represent a meaningful and reliably measurable cost category for some does
not mean that a different accounting treatment is applicable to none.
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Significance, scope and duration of activities required for a facility license

A number of years ago, the Company sponsored an R&D effort culminating in a
recombinant product. An unaffiliated company did much of the later stage R&D
and contracted with the Company to produce the product in bulk form. This
bulk product is then finished and packaged at a biotech facility of the Company.

The product has been approved by the FDA for several years, and the facilities
of both the unaffiliated company and of the Company have been licensed for
their respective product/process operations. The product has been very
successful in the market for several years.

Due to capacity and other considerations, the Company decided to build a
brand new, dedicated facility for the product. That facility was to incorporate
both the bulk production processes and the finish and packing processes. The
new facility was to take up production in two stages. The first stage would
consist of the finish and packing operation and the second stage of the bulk
production processes.

Even though the Company has been finishing and packing the product at its
existing biotech facility for years, the FDA requires an extensive and
exhaustive licensing process for the very same recombinant product as it is to
be finished and packed in the first phase of the new biotech facility.
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The licensing process requirements make it necessary for the Company to
employ a certain minimum work force and to manufacture batches of the
product at the new facility to be licensed. These batches have to be produced
intermittently at varying intervals for testing. In addition, protocols and other
procedures, including documentation, have to be prepared. This licensing
process extends over a year or more. The regulatory authority may require
changes and reinspections which management cannot anticipate and which
extend the licensing period. The economic burdens resulting from delays in
inspection or reinspections are not major concerns to the regulatory authority.

Even though the manufacturing plant is being operated only intermittently to
satisfy licensing requirements, the Company needs to maintain the assembled
skilled minimum work force throughout the licensing period. Expenditures
during the licensing period cumulate to between 25% to 35% of the plant and
equipment costs. The product manufactured has to be discarded except
possibly for some last batch(es) depending on how expeditiously the FDA
issues the license.

Without such a product/process/facility - specific license, the Company may not
produce any saleable product at the new facility even though the Company has
many years of experience in finishing and packing the very same product at its
existing biotech facility.

The second phase of the new facility, the bulk production phase, requires still
another license. This holds true even though the unaffiliated manufacturer has
been manufacturing the product for years at its approved facility. In fact, the
Company is actually duplicating, as closely as feasible, the equipment and
processes used by the unaffiliated manufacturer. Nevertheless, the Company
has to carry on extensive licensing-driven activities resulting in significant
expenditures.
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We hope that this example has illustrated the significant licensing process
costs that a biotech company has to incur under the law and rules of the
regulatory authorities. As the licenses are product/process/facility-specific, the
product, the process, and the facility are inseparably linked in the earnings
process of the enterprise. While these costs are incurred during the period
defined as the start-up period in the proposed SOP, these should be accounted
for as product license costs which have a clear future economic benefit.

FMC Corporation
Executive Offices
200 East Randolph Drive
Chicago Illinois 60601
312 861 6000

July 24, 1997

FMC

Mr. Daniel Noll
Technical Manager, Accounting Standards
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10035-8775
File Reference No. 4323
Dear Mr. Noll:
FMC Corporation appreciates the opportunity to comment on AcSEC’s Exposure
Draft “Reporting on the Costs of Start-up Activities”. FMC supports AcSEC’s
efforts to reduce diversity in financial reporting across companies.
We believe that companies should be allowed to capitalize start-up costs which
represent investments which will generate future economic benefits. Should the
provisions of the proposed SOP requiring the expensing of start-up costs be
adopted, we strongly agree with AcSEC that the initial application of this SOP
should be reported as the cumulative effect of a change in accounting principle.
The cumulative adjustment applicable to prior periods arising from the change in
accounting principle has no bearing upon the current results of operations and
should not be included in the determination of income from continuing operations
for the current period. In addition, because of the divergence of practice in this
area, the cumulative adjustment method places all entities on equal footing, while
another method, such as prospective application, increases diversity, resulting in
some entities reporting unamortized costs (and charges) for several years.
Attached are our comments on the questions raised in the Exposure Draft. We
appreciate the opportunity to comment on this topic.
Very truly yours,

Executive Vice President and Chief Financial Officer

ATTACHMENT OF FMC COMMENTS TO EXPOSURE DRAFT
“REPORTING ON THE COSTS OF START-UP ACTIVITIES”

Issue 1: The proposed SOP broadly defines start-up activities and provides
examples o f costs that are and are not within the scope o f the proposed SOP. Is
the guidance sufficient to help entities determine what costs are included in the
scope o f the proposed SOP? I f not, what additional guidance should be
included?
W e believe that the guidance offered in the proposed SOP is sufficient to help

entities determine the costs that are included in the scope of the SOP.
Issue 2: This proposed SOP requires that entities expense costs o f start-up
activities as they are incurred. Should the costs o f start-up activities be expensed
as incurred, or should they be capitalized and amortized over some period? I f
they should be capitalized and amortized, what probable future benefits do those
assets represent? Over what period should those costs be amortized?

We believe that start-up activities are directly related to activities that increase
future profitability. Therefore, entities should amortize start-up costs over the
period of future economic benefit in accordance with the concept of “matching”
revenues with expenses. The amortization period will vary based upon the type of
start-up activity and the industry in which the entity operates. Management is in
the best position to determine the period over which capitalized start-up costs
should be amortized; however, we believe that the SOP should specify a maximum
period for amortization or specify that the amortization period for start-up costs
should not exceed a composite of the depreciable life for assets directly related to
the start-up activity.
Issue 3: This proposed SOP does not require disclosure o f start-up costs in an
entity's financial statements. Should the proposed SOP require any disclosures in
the financial statements?

We agree that the SOP should not require disclosure of start-up costs in an entity’s
financial statements. Any significant start-up costs incurred or expected to be
incurred by an entity should be subject to the same rules as other income and
expense components, and would be subject to SEC disclosure regulations if the
entity is publicly held, including disclosures outside of the financial statements (e.g.
in Management’s Discussion and Analysis).

ATTACHMENT OF FMC COMMENTS TO EXPOSURE DRAFT
“REPORTING ON THE COSTS OF START-UP ACTIVITIES”

Issue 4: Though the financial reporting o f organization costs are not addressed
in the proposed SOP, AcSEC has purposely defined those costs more narrowly
than the definition in the Internal Revenue Code. As a result, the proposed
definition may cause temporary tax differences related to organization costs.
Should organization costs be included in the scope and subject to the provisions
o f the proposed SOP? I f not, should AcSEC define those costs in this document?
Do you agree with the proposed definition o f organization costs in paragraph 9?
Is the definition too broad or too restrictive? Why? I f you do not agree with the
proposed definition and you believe organization costs should be defined in this
document, please provide a definition.

While we agree with AcSEC that organization costs should be excluded from the
scope of the proposed SOP, we believe that a definition of such costs should be
included in the proposed SOP to clarify those costs which are specifically
excluded. In our opinion, the definition of organization costs in paragraph 9 of the
proposed SOP is too restrictive. We propose that the sentence in the proposed
SOP which defines organization costs read as follows: “For purposes of this SOP,
organization costs include, but are not limited to, the costs of preparing: (1) the
entity charter; (2) the partnership agreement; (3) the bylaws; (4) the minutes of the
organizational meetings; and (5) the terms of the original stock certificates. It
would then be the responsibility of the entity’s management to determine which
costs qualify as organization costs within the definition provided.
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Merrill Lynch

Mr. Daniel Noll, Technical Manager
Accounting Standards, File 4323
A,CPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Noll:
We appreciate the opportunity to respond to the Accounting Standards Executive
Committee (the “Committee”) on its proposed statement of position, Reporting on the
Costs o f Start-Up Activities (“SOP”).
In general, we support the Committee’s efforts to create guidance to improve the
current accounting practices for the costs of start-up activities and conceptually agree
that organization costs should be distinguished from, and treated differently than,
start-up costs. We believe, however, that the definition of organization expenses in
paragraph 9 is too narrow. The definition should be expanded to include other
nonrecurring organizational costs legally required to establish operations; for example,
regulatory and licensing fees and the costs of preparing integral service agreements.
Investment company organization costs, for example, predominantly include fees
related to the preparation and filing of the initial registration statement, performance of
a seed capital audit, and preparation of various agreements evidencing critical
functions, including the administrative, custodial, and transfer agency contracts. Under
the proposed SOP, these organization costs would result in expense recognition by
investment companies as incurred. An investment company's operations do not
commence until it (1) finalizes the registration statement, which includes a seed capital
audit, (2) receives clearance to offer its shares from the SEC, and (3) executes the
administrative, custodial, transfer agency agreements, and other service provider
agreements. Thus, costs of these activities should continue to be classified as
organization expenses because they clearly provide “probable future economic
benefits” as defined by FASB Statement of Concepts No. 6. These costs would then
be recognized over the period of benefit, which may be set by industry standard (e.g., 5
years for investment companies) or over an estimated period.
The application of the SOP as currently written would result in immediate expense
recognition by the advisor or sponsor, who initially is the investment company’s sole
shareholder because of the seed capital investment required by the Investment
Company Act of 1940. Not only would such recognition violate revenue/expense
matching principles in the financial statements of the advisor or sponsor, more

importantly it places all of the organization costs with one ultimately minor shareholder,
as opposed to the many future shareholders who will almost certainly benefit from the
fund’s organization.
In addition, application of the proposed SOP to existing investment companies on the
effective date could have a significant negative impact on investment company
shareholders, in that the net asset value of the investment company would significantly
decline upon immediate write-off of start-up costs as defined in the proposed SOP.
Thus, we recommend that the proposed SOP, if applicable for investment companies,
be effective for costs incurred subsequent to the effective date of the SOP.
Furthermore, we strongly support the Investment Company Institute’s comments and
recommendations set forth in their letter dated June 5, 1997 and urge the Committee to
adopt the recommendations set forth therein.
Thank you again for this opportunity to express our views on the AlCPA’s proposed
SOP. If you have any questions, please do not hesitate to contact Betsy Ellison at
(212) 236-6366 or me.
Very truly yours,
/s/ Michael J. Castellano

Author: MIME:MLevy@policy-studies.com at INTERNET
Date:
7/24/97 11:17 AM
Priority: Normal
TO: Daniel J. Noll at AICPA3
Subject: Response to exposure draft on start up costs
----------------------------------- Message Contents -----------------------I am Executive Vice President and CFO of a rapidly growing privately held
Sub-S corporation. We operate privatized government child support programs at
the local government level, under contract to state governments. As such, we
win contra
cts and need to staff up, train, and start new offices three to six times each
year.
Had we been unable to capitalize start-up costs (which we defined as only
costs incurred prior to the opening of the operation), we would have been
showing losses during our last five years of rapid growth. We likely would
have been unable
to get bank financing and would have had to sell off parts of our company to
finance sources. We may have simply been unable to expand.
My point is your proposal is anti competitive in that it makes it much harder
for small growing businesses to compete with larger corporations. Also, the
stated reasons for needing to prohibit capitalization of start up costs are
simplistic
in my view.
Once concern seems to be that it is unclear what the connection between the
start up and economic benefits. In our case, it is often quite clear. We win
a new contract with a defined revenue stream and predicted profit level, and
we can't
accomplish it without incurring the start-up costs. Why not restrict
capitalizing the start-up costs to situations where the connection is clear,
and set rules for what is required. The problem in the past with start-up
costs is not that t
he idea of capitalizing them is poor, but that there has been little guidance
on what is allowable.
The other concern I take exception to is that it is hard for businesses to
separate start-up costs. First, we have had no such difficulty. Second, why
not simply state that in order to capitalize the start-up costs, the company
must be able
to properly separate and account for those costs.
I appreciate your attention to these concerns and anticipate a final rule on
start-up costs that recognizes that there are situations where start-up costs
are completely appropriate and necessary to allow small businesses to compete.

Unocal Corporation
2141 Rosecrans Avenue
Suite 4000
El Segundo, California 90245
Telephone (310) 726-7671
Facsimile (310) 726-7814

UNOCAL
July 22, 1997
Joseph A. Householder
Vice President, Tax

Mr. Daniel Noll, Technical Manager
Accounting Standards, File 4323
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

and comptroller

Re: Reporting on the Costs of
Start-up Activities
Dear Mr. Noll:
Unocal Corporation appreciates the opportunity to comment on the Accounting
Standards Executive Committee's Exposure Draft of a Proposed Statement of
Position entitled, Reporting on the Costs of Start-up Activities. Our company has
experience with accounting for start-up costs in the agricultural chemical industry
and formerly in the petroleum refining and marketing industry. Traditionally, we
have capitalized significant costs of start-up activities associated with newly
constructed major facilities or additions of major units within these facilities.
Lesser value costs incurred for smaller facilities on a more frequent basis, hence
"routine," have been expensed.
The practice of capitalizing start-up costs of larger projects has allowed us to
avoid inappropriate and potentially misleading distortions of current year
earnings. We feel that capitalizing these costs is justified in view of their
relationship to investments in viable major capital projects. In addition, it is
conceivable that some, if not all, of the costs involved could have been included
in a "turn-key" construction contract and capitalized as a part of the construction
project. We chose to handle these tasks outside of a construction contract to
give us more control over the process, allow for greater employee training
opportunities and provide for cost savings.
These start-up activities typically include the development of operating
procedures and manuals, obtaining and training operators, initial calibration and
tuning of equipment, and extra costs incurred during a gradual start-up effort that
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is generally required for a major facility or unit. Costs so capitalized are
commonly amortized to expense over periods ranging up to five years. This is
much shorter than the typical 20-year useful life of the facility itself and takes into
consideration the likelihood that the period benefited is shorter due to
subsequent modification to procedures which occur as well as turnover in
employment.
We would like to see the proposed SOP modified to allow us to continue with our
present accounting. We believe this treatment adheres to the letter, spirit and
intent of generally accepted accounting principles. Also, we believe it may be
worthwhile for the SOP to acknowledge the existence of the practice of
capitalizing what may broadly be considered to be start-up costs in the mining
industry. The practice of capitalizing mine development costs is well established.
While this area is not specifically covered in present accounting rules, the
existence of the practice is referred to in Statement of Financial Accounting
Standards No. 19, Financial Accounting and Reporting by Oil and Gas Producing
Companies, paragraph 177.
With respect to transition, we do not believe the new SOP should require
retroactive application. It seems more appropriate to apply the new rule
prospectively as new costs are incurred. We believe this tracks with the
Emerging Issues Task Force's practice with respect to the imposition of a new
accounting practice.
Enclosed are responses to the issues raised in the proposed SOP. Although our
responses are aimed at preserving our company's present accounting practice
for start-up costs, we believe there are additional areas where capitalizing start
up costs would be appropriate. These include entrance into an entirely new
market or the introduction of a new product line. Costs of these activities are not
period costs, but rather costs which may well generate benefits and returns well
into the future similar to investment in plant and equipment. Rather than issuing
an edict to expense all start-up costs, the publication of guidelines and/or
industry standards which would allow eligible start-up costs to be capitalized
would be a much more useful approach.
Again, we appreciate the opportunity to express our views. We wish you good
luck in your further work on this project.

Very truly yours,

Accounting Standards Executive Committee
Exposure Draft
Proposed Statement of Position
Reporting on the Costs of Start-up Activities
Unocal Corporation's Responses to Issues Raised in the Exposure Draft:
(1)

This proposed SOP broadly defines start-up activities and provides
examples of costs that are and are not within the scope of this proposed
SOP. Is the guidance sufficient to help entities determine what costs are
included in the scope of this proposed SOP? If not, what additional
guidance should be included?
Response - Generally, the definition and examples of start-up costs
provided by the proposed SOP appear adequate. However, we suggest
that the list of costs related to start-up activities which are outside the
scope of the SOP be expanded to include a reference to mine
development costs. To accomplish this, paragraph 8 could be expanded
to include, "Mine development costs. See reference in Statement of
Financial Accounting Standards No. 19, Financial Accounting and
Reporting by Oil and Gas Producing Companies, paragraph 177."

(2)

This proposed SOP requires that entities expense costs of start-up
activities as they are incurred. This proposed SOP would amend the
guidance related to start-up costs in SOP 81-1, Accounting for
Performance of Construction-Type and Certain Production-Type
Contracts; SOP 88-1, Accounting for Developmental and Preoperating
Costs, Purchases and Exchanges of Take-off and Landing Slots, and
Airframe Modifications; Audit and Accounting Guide, Audits of Casinos;
Audit and Accounting Guide, Construction Contractors; Audit and
Accounting Guide, Audits of Federal Government Contractors. Should the
costs of start-up activities be expensed as incurred, or should they be
capitalized and amortized over some period? If they should be capitalized
and amortized, what probable future economic benefits do those assets
represent? Over what period should those costs be amortized?
Response - We suggest that paragraph 13 of the proposed SOP be
replaced with the following language, "Significant costs incurred in
connection with the start-up of major new facilities or major units within
such facilities should be capitalized as incurred. These costs include the
unavoidable costs of commissioning, initializing and otherwise making
major facilities ready for commercial operation including initial training of
employees. Capitalized costs should be amortized over the period of

-2 expected benefit, but not to exceed five years. Costs of start-up activities
of a more routine nature should be expensed as incurred."
The costs proposed for capitalization are closely akin to costs incurred for
the construction of facilities and benefit future periods of operation. The
uncertainty of the length of the useful life of capitalized start-up costs is
not a good reason to prohibit capitalization. Capping the amortization at
five years should be a sufficiently short enough period to ensure that
capitalized start-up costs will not be amortized over some inordinately
long period of time that may give rise to the question of whether they still
represent value to an enterprise.

(3)

This proposed SOP does not require disclosure of start-up costs in an
entity's financial statements. Should the proposed SOP require any
disclosures in the financial statements?
Response - If start-up costs are permitted to be capitalized, the following
language should be included in the SOP: "Disclosure should be made of
of the material amounts of start-up costs capitalized and amortized during
the year along with the balance of unamortized costs."

(4)

Though the financial reporting of organization costs are not addressed in
the proposed SOP, AcSEC ha s purposely defined those costs more
narrowly than the definition in the Internal Revenue Code. As a result, the
proposed definition may cause temporary tax differences related to
organization costs. Should organization costs be included in the scope
and subject to the provisions of the proposed SOP? If not, should AcSEC
define those costs in paragraph 9? Is the definition too broad or too
restrictive? Why? If you do not agree with the proposed definition and
you believe organization costs should be defined in this document, please
provide a definition.
Response - We agree that organization costs should be excluded from
the scope of the proposed SOP. The definition provided in paragraph 9
may be too restrictive. Adding the word, "generally" between "are" and
"defined" in the definition would allow some degree of flexibility for such
things as filing fees and other unanticipated costs.

PHILIP MORRIS
C O M P A N IE S IN C .
120 PARK AVENUE, NEW YORK, N.Y. 10017-5592 • TELEPHONE (212) 880-5000

August 1, 1997

Mr. Daniel Noll
Technical Manager, Accounting Standards
File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Noll:
We appreciate the opportunity to submit our comments to you on the Exposure Draft on the
Proposed Statement o f Position, Reporting on the Costs o f Start-Up Activities (the “Exposure
Draft”). Our comments on the Exposure Draft are set forth below:
Requirement to Expense as Incurred
Diversified and growing companies are continually involved in start-up activities, as defined
in the Exposure Draft. These activities are essential to a company’s continued growth arid
future competitiveness. Generally, we believe that companies are unable to associate start-up
costs with a future benefit. Therefore, such costs should be expensed when incurred.
However, we disagree with the Exposure Draft’s requirement to expense as incurred all costs
associated with these activities since, in some circumstances, companies will receive future
economic benefits. We believe individual companies can best assess whether or not they will
receive future economic benefits from costs incurred in connection with start-up activities.
Accordingly, we encourage an approach that provides companies with the choice to expense
or capitalize the costs based on the expectation o f future economic benefits.
Disclosure
We agree that disclosure o f start-up costs in an entity’s financial statements should not be
required since the costs incurred to obtain this information will outweigh the associated
benefits.
Organization Costs
We agree with excluding organization costs from the scope o f the Exposure Draft. However,
we believe the definition included in paragraph 9 o f the Exposure Draft needs to be expanded
and clarified.

Mr. Daniel Noll
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Once again, we appreciate the opportunity to comment on the proposed document. We hope
these comments are helpful to you during your consideration o f this proposal and the relevant
issues.
V e y truly yours,

Frank T. Toscano
Vice President and Controller
FTT:af

July 21, 1997

M r. Daniel N o ll
Technical Manager
Accounting Standards, File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
N e w Y o rk, N e w Y o rk 10036-8775
Dear M r. N o ll:
The Committee on Accounting Principles o f the Illinois CPA Society (Committee) is
pleased to comment on the Proposed Statement o f Position - Reporting On The Costs o f
Start-Up Activities (SOP), dated A p ril 22, 1997. The organization and operating
procedures o f the Committee are reflected in the appendix to this letter. These
recommendations and comments represent the position o f the Illinois CPA Society rather
than any o f the members o f the Committee and o f the organizations w ith which they are
associated.
Issue 1.
W e believe the guidance is sufficient to assist entities to determine what costs are included
in the proposed SOP. One concern o f the Committee relating to the SOP is the definition
o f N orm al Productive Capacity--as the average level o f operating activity that is sufficient
to fill the demand fo r an entity's products or services over a period o f time. This definition
appears too vague and may be difficult to interpret.
Issue 2.

Although the Committee has some reservations, prim arily relating to the matching
concept, a m ajority o f the Committee agrees that the costs o f start-up activities should be
expensed as incurred.
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There were tw o m inority views, listed below, which believed the start up costs should be
treated similar to SOP 93-7—Reporting on Advertising Costs.
1. Expense as incurred or defer up to an activation event, such as when revenues are
first generated
(OR)
2. Expense as incurred or defer and amortize over a short period o f time, (sim ilar to
direct response advertising costs).
Issue 3
W e believe that the amount o f start-up costs should not be disclosed.
Issue 4
W e agree that organization costs should not be addressed in the scope o f the SOP. The
definition o f organization costs as defined in paragraph 9 is too limited. The Committee
believes that the tax definition should be used which would eliminate a tax tim ing
difference. W hy redefine organization costs i f the subject is not to be covered in the scope
o f this SOP?
W e w ould be pleased to discuss our comments and recommendations w ith you at any
time.
V ery tru ly yours,

Wayne Shust
Chair, Committee on Accounting Principles

Author: MIME:jborok@ecke.com at INTERNET
Date:
8/1/97 9:18 PM
Priority: Normal
TO: Daniel J. Noll at AICPA3
Subject: Re: Exposure Draft on Start Up costs
----------------------------------- Message Contents --------------------From : Jonathan Borok at Paul Ecke Ranch a horticultural company based in
Encinitas ( North San Diego ) CA.
Based on my review of the SOP, the conclusion regarding the future benefit
of start up costs is in my opinion erroneous. From a practical and realistic
business perspective , an entity such as ours that is undertaking a start up
operation will derive future benefit from that operation.
Not to recognise this I believe will in our case not properly match revenue
generated and the appropriate cost of starting up the new operation. In our
current fiscal year the application of this accounting standard could have a
material impact on earnings.
To adopt the approach to expense all start up costs is ignoring the reality
of what drives business decisions. Just because the start up costs could be
difficult to measure , does not mean that a clearly thought out standard
should not be addressed. It seems to me that the easy solution is being
proposed so that the more difficult options do not have to be tackled.
E feel strongly that AcSEC should seriously consider withdrawing the
proposed ED or at least amending it to allow alternative accounting
treatments for start up costs.
Thank you in advance for considering my comments. I

At 10:55 AM 7/31/97 -0500, you wrote:
>
Absolutely. We welcome your comments. Please give your name and
>
company along with the comments.
>
>
>______________________________ Reply Separator
>Subject: Exposure Draft on Start Up costs
>Author: MIME:jborok@ecke.com at INTERNET
>Date:
7/30/97 10:56 AM
>
>

>Is there an opportunity to still provide comments to you ? Please confirm
>this to me - I am able to respond within 24hrs if the comments can still be
>included.
>
>
>
>
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GARY R. BELITZ
CONTROLLER AND CHIEF ACCOUNTING OFFICER
(918) 588-2832

July 29, 1997

Mr. Daniel Noll, Technical Manager
Accounting Standards, File 4262
AICPA
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Noll:
The Williams Companies, Inc. is pleased to submit the following comments in regard to the
Exposure Draft on “Reporting on the Costs o f Start-Up Activities.” We agree that start-up costs
should be expensed as incurred and generally agree with most provisions in the Exposure Draft.
We also agree that disclosure is not required for start-up activities. However, we believe certain
sections o f the Exposure Draft should be further clarified to achieve a uniform application o f the
Standard in practice.
Paragraph 5 defines that start-up activities relate to periods before an entity commences
operations or production and after ope'rationshave begun, but before normal productive capacity
is reached. Furthermore, paragraph 27 mentions that AcSEC decided it was not necessary to
develop boundaries for when the start-up phase begins and ends. It appears the definition o f
start-up activities is based on the types o f costs incurred, as opposed as to when the activities
occur. If this is the situation, we believe this point should be clarified by specifically stating
whether start-up activities begin once the productive asset is ready for its intended use or
whether start-up activities also occur while a productive asset is being constructed or
contemplated.
We strongly believe that certain items in the Exposure Draft are not start-up activities.
Illustration 1 provides that consulting costs related to feasibility studies are start-up activities,
while Illustration 2 mentions consulting fees to outside consultants to help implement a new
process as another example. We believe that once a project has been selected, these costs
provide information that is further used in developing long-lived assets and in these situations
should be excluded as start-up costs. Illustration 1 further provides that training o f employees
related to production and initial process and quality testing prior to operations are start-up
activities. W e believe these costs are essential to the process o f getting a long-lived asset ready
for its intended use and are not start-up activities.

.
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We appreciate the opportunity to comment and would be pleased to discuss our views with
AcSEC and the AICPA staff.
Sincerely,

Gary R. Belitz
Controller and Chief Accounting Officer

300 Atlantic Srreet
P.O. Box 9316
Stamford. CT 06904

Telephone 203 358 0001

Price Waterhouse llp

August 6, 1997
M r. Daniel N o ll
Technical Manager - Accounting Standards
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
N e w Y o rk, N Y 10036-8775
Dear M r. N o ll:

File 4323 - Exposure Draft
Proposed Statement o f Position
Reporting on the Costs o f Start-Up Activities
W e appreciate the opportunity to comment on the exposure draft proposed statement o f
position, “ Reporting on the Costs o f Start-Up Activities” (the SOP). I t has been o ur
experience that there is diversity in practice in both defining and accounting fo r start-up
activities. W e agree that a consistent accounting model fo r the costs o f start-up
activities should be adopted.
Start-up activities may be viewed in much the same manner as research and
development activities. Few people would deny that expenditures during start-up or
pre-operating periods are made w ith the intent o f generating future economic benefits
fo r the entity. However, because o f the difficulty in establishing the direct causal
relationship between the expenditures and subsequent future economic benefits as
discussed in Statement o f Financial Accounting Standards No.2, Accounting fo r
Research and Development Costs, we believe that costs o f start-up activities should be
expensed as incurred. We, therefore, agree, in general, w ith the model proposed in the
SOP and are supportive o f final issuance o f the SOP. There is, however, one change
that we believe should be made to the SOP that would require capitalization where the
direct relationship between the expenditure and future economic benefits are clear. The
change we recommend relates to the SOP’ s proposed amendment o f paragraph 75(d) o f
SOP 81-1, A ccounting f o r Perform ance o f Construction-Type a n d C ertain P ro d u ctio n Type Contracts. The SOP w ould require expense as incurred treatment fo r start-up
activities, even when incurred in connection with an existing contract in anticipation o f
follow -on o r future contracts. W e believe that the guidance in SOP 81-1 should not be
m odified when such start up costs are incurred in connection w ith an existing contract
even i f a portion o f the costs are in anticipation o f follow -on w ork. Rather, w e believe
that the start-up costs should be included in the overall estimated costs o f the existing
contract and recognized in accordance w ith the company's stated policy under SOP
81-1. O ur concern is discussed in more detail below.
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Amendment to SOP 81-1, Paragraph 75(d)
W e agree w ith the amendment to paragraph 75(a) o f SOP 81-1 which requires that pre
contract costs, that are start-up costs as defined w ithin the scope o f the SOP, incurred
solely fo r a specific anticipated contract that w ill result in no future benefit unless the
contract is obtained, should be expensed as incurred.
Paragraph 14 o f the SOP also amends paragraph 75(d) o f SOP 81-1 to state that
“ learning or start-up costs incurred in connection w ith existing contracts and in
anticipation o f follow -on or future contracts fo r the same goods o r services should be
expensed as incurred.” This paragraph, prior to the proposed amendment, had stated
that such costs “ should be charged to existing contracts.”
W e do not agree that such costs should be expensed as incurred. Costs incurred solely
fo r the benefit o f follow -on contracts would fell under paragraph 75(a) and should be
expensed under the amended guidance in this SOP. For those costs, however, incurred
both fo r existing contracts and in anticipation o f follow -on or future contracts, we
believe that the costs should be treated as contract costs under the existing contracts.
Paragraph 69 o f SOP 81-1 defines contract costs as “ all direct costs, such as materials,
direct labor, and subcontracts, and indirect costs identifiable w ith o r allocable to the
contracts” . Paragraph 70 goes on to state that “ authoritative accounting
pronouncements require costs to be considered period costs i f they cannot be clearly
related to production, either directly or by an allocation based on their discernible future
benefits.” W e believe start-up and learning curve activities, whether incurred solely in
connection w ith an existing contract or, to some degree, in anticipation o f fo llo w -o n
w o rk, clearly relate to the contractual obligations inherent in such existing long-term
contracts. We do not believe it is appropriate to view such costs as period costs
because a definitive contractual revenue stream exists to support recoverability and the
costs can be directly attributed to such contract.
U n like start-up activities incurred in anticipation o f potential, but undefined, future
economic benefits, start-up activities incurred as part o f a contractual arrangement
represent costs that should be capitalizable and subject to recovery under the terms o f
the existing contract. When start-up costs are in a construction o r production-type
contract (even i f expended in recognition o f the fact that future efficiencies w ill result in
anticipated follow -on w o rk) those costs should be accounted fo r in the same manner as
any other direct material o r direct labor cost that might be identified to an existing
contract. When the existing contract was negotiated, it was done so w ith the
knowledge that certain start-up activities and learning curve costs may be incurred,
even i f certain o f those costs may be incremental to the lowest possible costs which
could be incurred fo r the existing contract. I t is inconsistent to argue that such costs
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should be expensed as period costs, while the revenue that is contractually related to
those costs is recognized in some later period. Also, from a practical perspective, it is
often impossible to bifurcate the incremental learning curve or start-up costs that may
be incurred in anticipation o f follow -on work.
F o r these reasons, we recommend that the Accounting Standards Executive Committee
(AcSEC ) not amend the concept o f SOP 81-1, paragraph 75(d), in the SOP, but rather
clarify the guidance in SOP 81-1 to reflect the above views. Appropriate changes
should be made to paragraph 17 o f the SOP as well. I f AcSEC chooses not to reflect
the above views, w e believe further guidance should be provided to indicate how
incremental costs should be determined in complex contractual environments.

Specific Issues Requiring Attention by Respondents
The follow ing responses address the specific issues fo r which AcSEC had requested
feedback in the exposure draft:
1. This proposed SOP broadly defines start-up activities and provides examples o f
costs that are and are not w ithin the scope o f this proposed SOP. Is the guidance
sufficient to help entities determine what costs are included in the scope o f this
proposed SOP? I f not, what additional guidance should be included?
W e believe the guidance provided in the SOP should be sufficient to help entities
determine what costs are included in the scope o f the SOP.
2. This proposed SOP requires that entities expense costs o f start-up activities as they
are incurred. This proposed SOP w ould amend the guidance related to start-up
costs in SOP 81-1, Accounting f o r Performance o f Construction-Type a n d C ertain
Production-Type Contracts, SOP 88-1, Accounting f o r Developmental and
Preoperating Costs, Purchases and Exchanges o f Take-off a n d L a n din g Slots, and
A irfram e M odifications; A udit and Accounting Guide, Audits o f Casinos; A u d it and
Accounting Guide, Construction Contractors, A udit and Accounting Guide, A udits
o f Federal Government Contractors. Should the costs o f start-up activities be
expensed as incurred, or should they be capitalized and amortized over some
period? I f they should be capitalized and amortized, what probable future economic
benefits do those assets represent? Over what period should those costs be
amortized?
Other than as discussed in the forepart o f our comment letter, w e support the SOP’ s
expense as incurred conclusion and the amendments to the referenced A IC P A
literature.
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3. This proposed SOP does not require disclosure o f start-up costs in an entity’s
financial statements. Should the proposed SOP require any disclosures in the
financial statements?
W e agree w ith AcSEC’ s conclusion that no requirement should exist to separately
track and disclose the costs o f start-up activities.
4. Though the financial reporting o f organization costs are not addressed in the
proposed SOP, AcSEC has purposely defined those costs more narrowly than the
definition in the Internal Revenue Code. As a result, the proposed definition may
cause temporary tax differences related to organization costs. Should organization
costs be included in the scope and subject to the provisions o f the proposed SOP?
I f not, should AcSEC define those costs in this document? D o you agree w ith the
proposed definition o f organization costs in paragraph 9? Is the definition too
broad or too restrictive? Why? I f you do not agree w ith the proposed definition
and you believe organization costs should be defined in this document, please
provide a definition.
W e concur w ith the treatment and definition o f organization costs as presented in
the SOP.

Other Matters
W e believe that the use o f “entity” in paragraph 5 o f the SOP may be interpreted more
broadly than AcSEC intended. We suggest the following revised language to the first
sentence in paragraph 5:
"Start-up activities relate to periods before operations or production
commences and after operations have begun, but before normal
productive capacity is reached.”

W e w ill be pleased to discuss further the matters raised in this letter. Should you wish
to do so, please contact David B. Kaplan at (203) 316-5745.
V ery tru ly yours,

Price Waterhouse LLP
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Arthur Andersen LLP
33 West Monroe Street
Chicago IL 60603-5385

Mr. Daniel Noll
Technical Manager
Accounting Standards
File 4323
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Noll:
We are pleased to have the opportunity to respond to the proposed statement of position (SOP),
Reporting on the Costs o f Start-Up Activities (the "ED"). Our summary comments are followed by
responses to the specific issues posed by AcSEC in the ED. In addition, attached as an exhibit to
this letter are other observations that we suggest AcSEC consider in its deliberations.

Summary Comments
We support AcSEC in this project and, in general, agree with the conclusions reached.
However, we are concerned that the definition of start-up activities will not be operational in
practice and will create confusion in situations that previously were well understood.

Comments on Specific Issues
Issue 1.

Definition of start- up activities: Is the guidance sufficient to help entities determine
what costs are included in the scope of this proposed SOP? If not, what additional
guidance should be included?

We are concerned that the definition of start-up activities will not be operational in practice for
two reasons. First, we believe that the proposed language creates ambiguity regarding the point
at which the construction of an asset ends and start-up activities begin. Two examples to
illustrate this first point follow:
A company builds a manufacturing facility for the purpose of producing a healthrelated product. The facility is complete and the equipment has been installed and is
operational. However, the company is not permitted to begin commercial production
until certain governmental certification (e.g. by the FDA) has been obtained. The
company must demonstrate to the regulators that certain specifications and standards
have been met. In doing so, the company is required to make test runs of the product
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(which can not be sold); the company also incurs legal, consulting, and other direct
costs. Are the activities related to obtaining governmental certification related to the
construction of the facility/ installation of the equipment (and thus capitalized) or are
they start-up activities as described under the SOP?
A company develops a series of complex, integrated new software tools for internal use.
The new software will replace existing systems on which the company is highly
dependent for day to day operations. Therefore, the company will not completely switch
over to the new software until the information systems technologists are very confident
that the new software will produce reliable information. Significant testing has already
been done on the new system and, based on that testing, the new software appears to be
operational. However, to insure that the new system is sufficiently reliable, the
company plans to run the old and new systems on a parallel basis for several months.
Are the activities associated with running the new system during that parallel period
part of the developing the software or are they start-up activities within the scope of the
proposed SOP?
Clearly, both of these examples describe relatively common situations that are accounted for
currently without generating significant controversy. One could argue that the proposed SOP
should not - and is not intended to - change present accounting with respect to what costs are
capitalized as part of the construction of an asset. However, the proposed SOP'S broad
definition of start-up activities combined with the illustrations in the SOP and a lack of
specificity as to the accounting for costs that are "outside the scope "of the SOP is likely to
create confusion in an area that had not previously been problematic. Paragraph 29 of the
proposed SOP is not helpful in this regard. We recommend that AcSEC consider linking the
definition of start-up activities to the definition of "substantially complete and ready for
intended use" in paragraph 18 of Statement of Financial Accounting Standards No. 34,
Capitalization o f Interest Cost. In this way, it will be clear that the SOP does not intend to change
current accounting for costs related to the construction or development of a long-lived asset.
Second, we are unclear regarding the treatment of certain start-up activities that are incurred in
connection with a specific contract when the contract provides for reimbursement of those costs.
In both the construction and service environment, companies enter into long-term contracts that
may require the performance of activities that are "start-up" in nature. In some contracts the
costs of those activities are identified and reimbursed as a separate line item; in other contracts
the activities and costs are identified but the reimbursement is embedded in the overall contract
price. An example follows:
A construction company is awarded a contract to build a special purpose facility that
involves several unique characteristics. The owner of the facility, as part of the
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construction contract, requires that the project manager and various other construction
company employees attend certain training sessions prior to the initiation of
construction. The contract also requires that construction workers who will be assigned
to certain aspects of construction meet specific experience, training and security
requirements. To meet this contract condition, the company will need to recruit new
workers in some areas, train other workers currently on the payroll, and obtain security
clearances. Finally, the contract will require the company to produce certain types of
information and reports that its computer system currently does not generate. An
outside consultant has been engaged to modify the existing system and design the
necessary input procedures in order to meet that contract requirement. The construction
company does not believe these system modifications or new procedures will have
value for any other contract or purpose. The company's bid for this construction project
identified and presented cost estimates for these activities. Are these costs considered
start-up activities that should be expensed when incurred or are they contract costs that
are recognized on a percentage completion basis (similar to other contract costs)?
We believe that, in amending SOP 81-1, the proposed SOP should make a clear distinction
between precontract start-up activities (i.e. activities that precede the award of a contract) and
start-up activities that are incurred in connection with an existing contract. The former should
be expensed as incurred, consistent with other start-up activities, because the activities precede
the commencement of a new contract. However, the latter should be treated as part of contract
costs to the extent they meet the definition of contract costs in paragraphs 69-72 of SOP 81-1,
Construction Contractors.
A comparable situation arises in long-term contracts for services, particularly in the outsourcing
industry. Because long-term contracts for services are not specifically within the scope of SOP
81-1 and because of the prevalence of major outsourcing contracts in today's business
environment, questions often arise related to the accounting for the start-up activities that are
required by the terms of a long-term service contract. Similar to the examples above, start-up
activities required by long-term outsourcing contracts typically involve recruiting, training and
trial periods according to very specific terms and dates outlined in the contract. However,
revenues often are not generated until the switch over to the outsourcer is complete. We believe
that the accounting for these contract costs should parallel SOP 81-1. We encourage AcSEC to
address this issue in the SOP.

Issue 2. Accounting for costs of start-up activities: Should the costs of start-up activities be
expensed as incurred, or should they be capitalized and amortized over some period? If
capitalization is appropriate, what probable future economic benefits do those assets
represent and over what period should they be amortized?
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We agree with AcSEC's conclusion that the costs of start-up activities should be expensed as
incurred.

Issue 3. Disclosures: Should the proposed SOP require any disclosures in the financial
statements?
No. We do not believe that any incremental disclosures should be required.

Issue 4. Organization costs: Should organization costs be included in the scope and subject to
the provisions of the proposed SOP? If not, should those costs be defined in this
document? If defined, (a) do you agree with the proposed definition in paragraph 9 and
(b) why or why not?
The Basis for Conclusions does not explain AcSEC's rationale for excluding organization costs
from the scope of the proposed SOP. Conceptually, organization costs stem from "one-time
activities related to ... commencing some new operation", meeting the broad definition of start
up activities in paragraphs 4 and 5 of the proposed SOP. We believe that all start-up activities
should be accounted for similarly and thus encourage AcSEC to include organization activities
in the scope of the final SOP. However, given the long-standing and generally accepted practice
of capitalizing organization costs, we would be willing to accept a continuation of current
practice if this approach solves a pragmatic problem for AcSEC. The basis of AcSEC's
conclusion, however, should be made clear in the final SOP so that there is no
misunderstanding about the nature of organization activities and thus no basis for analogizing
to that scope exception.

We would be pleased to discuss our comments with AcSEC or the Taskforce at their
convenience.
Very truly yours,
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Other Comments

We have several other comments and questions about the application of the proposed SOP.

•

Paragraph 5: The Agricultural Producers and Agricultural Cooperatives Audit Guide
permits capitalization of development costs for intermediate life plants, orchards and
vineyards during the development period. That period ends when production in
commercial quantities begins (see paragraphs 6.34- 6.35). The proposed SOP, however,
indicates that start-up activities occur before normal productive capacity is reached. We are
not troubled by the conclusion in the Agricultural Producers Audit Guide, but believe
AcSEC should address this inconsistency in its final standard so that there is no confusion
about the appropriate accounting in the agricultural industry.

•

Paragraph 9: The Investment Companies Audit Guide defines organization costs differently
than paragraph 9 of the proposed SOP. Specifically, paragraph 8.10 of the Investment
Companies Audit Guide states, in part:
"An open-end investment company, organized to offer shares of
capital stock to the public continuously and to invest the proceeds
from the sale of such capital stock, should not be considered organized
until it has registered securities with the SEC. Therefore, expenses
incurred by a newly organized open-end investment company to
prepare its initial registration statement and to obtain its SEC clearance
should be accounted for as organization expenses; expenses incurred
after the registration statement has been declared effective by the SEC,
such as printing prospectuses for sales purposes, are not usually
considered organization expenses. Organization expenses of
investment companies are usually deferred and amortized. "

Does the Investment Companies Audit Guide need to be amended to incorporate the definition
of organization costs in the proposed SOP?
•

Paragraphs 14 and 17: (i) We do not understand why the amended language of paragraph
75 (a) of SOP 81-1 (duplicated in amended 2.14 (a) of the Construction Contractors Audit
Guide) suggests that some precontract costs could be deferred. What precontract activities
does AcSEC believe are outside the scope of the proposed SOP on start-up activities? (ii)
Amended paragraph 75 (d) of SOP 81-1 (duplicated in amended 2.14 (d) of the Construction
Contractors Audit Guide) states that learning and start-up costs related to "existing
contracts and in an anticipation of follow-on or future contracts" (emphasis added) should
be expensed as incurred. Does this suggest that all learning or start-up costs incurred,
whether in connection with an existing contract or in anticipation of follow on or future
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contracts, be expensed as incurred? Or does it require that learning or start-up costs
incurred in connection with an existing contract be treated as contract costs if such costs
were not also in anticipation of follow-on contracts but expensed as incurred only if such
costs are also in anticipation of follow-on work?
•

Paragraph 15: The changes to the Airline Audit Guide appear to be limited to SOP 88-1. We
presume conforming changes will also be made to paragraphs 3.115 and 3.117 of the Audit
Guide itself, as well as the definition of preoperating costs in the glossary.

•

Paragraph 19: We encourage AcSEC to delay the effective date of the proposed SOP if the
final SOP is issued later than the fourth quarter of 1997.

•

Illustration 1: (i) We do not understand why travel, salary and consulting costs related to
legal and governmental affairs are part of start-up but governmental fees, registration and
product approval costs are outside the scope of the proposed SOP. Why wouldn't travel,
consulting and legal fees related to obtaining government approvals be accounted for
similar to the government registration or certification fee? (ii) We do not understand why
initial process and quality testing prior to operations are start-up activities, but the cost of
adding production equipment, modernizing equipment and obtain product approval costs
are outside the scope of the proposed SOP. Wouldn't certain initial process and quality
testing activities relate either to the installation of the equipment (and thus be part of the
cost of the equipment) or to obtaining governmental approval? (iii) Would material (e.g.
scrap) and labor (e.g. efficiency) variances be treated differently from yield and volume
variances?

•

Illustration 2: (i) We suggest that the illustration address costs of obtaining FDA (or other)
regulatory certification. (ii) We suggest adding property taxes to the bullet identifying as
start-up costs "utility, insurance and security costs" prior to production. (iii) If quality
assurance testing is required in order to obtain FDA approval or in order to determine if the
manufacturer of the equipment had properly installed the equipment, would that testing
still be within the scope of the SOP? (iv) We suggest that the illustration address costs
related to developing the logo and packaging for the new laser equipment.

•

Illustration 4: We suggest that the illustration address costs of test runs of the new
equipment, costs of removing the old equipment, and material and labor variances prior to
reaching normal production levels.

•

Illustration 5: What if, in this example, the start-up activities were required and
reimbursable by a governmental housing authority, with the reimbursement subject to
government inspection of the facility and paid over the first year of the shelter's operation?
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•

We observe that the accounting for start-up activities required by the proposed SOP appears
inconsistent with the accounting by cable TV companies for programming and other system
costs during the prematurity period (see SFAS No. 51, Financial Reporting by Cable Television
Companies, paragraph 6c). We encourage AcSEC to explain this inconsistency in its basis for
conclusions and also bring this to the attention of the FASB.

PaineWebber Incorporated
1200 Harbor Boulevard
Weehawken, NJ 07087-6790
201 902-6800

Robert E. Holley
Senior Vice President
Director - U n it Trust

PaineWebber
August 11, 1997

Mr. Daniel Noll, Technical Manager
Accounting Standards, File 4323
AICPA
1211 Avenue o f the Americas
New York, N.Y. 10036-8775

Dear Mr. Noll,
I would like to take this opportunity to respond to the Accounting Standards Executive
Committee (“the Committee”) on its proposed statement o f position, Reporting on the
Costs o f Start-Up Activities (“SOP”). I understand that the proposed SOP would require
costs associated with Pre-operating “start-up activities” to be expensed as incurred and
would limit dramatically the types o f costs th at can be capitalized as organizational costs.
We, at PaineWebber, strongly support the Investment Company Institute’s comments
and recommendations as set forth in their letter dated June 5, 1997 and urge the
Committee to adopt the recommendations set forth therein. We believe the definition o f
organizational expenses in the SOP should be expanded to include other nonrecurring
organizational costs legally required to establish operations; for example, regulatory and
licensing fees and the costs o f preparing integral service agreements. Investment
companies are not “organized” to do business until they receive SEC clearance on their
registration statement. In this regard, a fund’s registration statement, which prescibes its
activities, is analogous to a charter or by-laws (which can be capitalized under paragraph 9
o f the proposed SOP).
The application o f the SOP as currently written would result in immediate expense
recognition by the advisor or sponsor, who initially is the investment company’s sole
shareholder because o f the seed capital investment required by the Investment Company
Act o f 1940. N ot only would such recognition violate revenue/expense matching
principles in the financial statements o f the advisor or sponsor, more importantly it places

all of the organization costs with one ultimately minor shareholder, as opposed to the
many future shareholders who will almost certainly benefit from the fund’s organization.

In addition, application o f the proposed SOP to existing investment companies on the
effective date would have a significant negative impact on investment company
shareholders, in that the net asset value o f the investment company would significantly
decline upon the immediate write-off o f start-up costs as defined in the proposed SOP.
The unique characteristics o f a unit investment trust’s (UIT’s) secondary market will
significantly affect the marketability o f a UIT in the primary market because the initial
investors will be subsidizing secondary market investors. Thus, we recommend that the
proposed SOP, if applicable for investment companies, be effective for costs incurred
subsequent to the effective date o f the SOP.
Thank you for the opportunity to express our views with regard to the Committee’s
proposed statement o f position. For the reasons outlined above, we respectfully urge the
Committee to revise paragraph 9 to permit UIT organizational expenses to be capitalized
as an asset and amortized over the shorter o f sixty months or the life o f the trust.

Very truly yours,

AICPA
Division for CPA Firms

July 1, 1997

Mr. Daniel Noll, Technical Manager
Accounting Standards
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036
Re:

Exposure Draft: Proposed Statement of Position, “Reporting on the Costs of
Start-up Activities”

Dear Mr. Noll:
One of the objectives that the Council of the American Institute of CPAs established for the Private
Companies Practice Executive Committee is to act as an advocate for all local and regional firms and
represent those firms' interests on professional issues, primarily through the Technical Issues
Committee ("TIC"). This communication is in accordance with that objective.
TIC has reviewed the above referenced exposure draft and is providing the following comments and
suggestions for your consideration.

Relocation/Moving Costs
The proposed Statement of Position and the examples appear to address the following situations:
• Operating a similar venture in additional locations.
• Operating a new venture in existing facilities/locations.
• Operating a new venture in a new location.
It does not appear that AcSEC has addressed situations whereby an enterprise chooses to operate
similar operations in a new location, when such new location is a relocation rather than an expansion
into a new territory.
Paragraph 4 of the proposed SOP states that start-up activities include one-time activities related to
opening a new facility. However, other items included in the broad definition (including footnote
1) all refer to situations of changes in operations, processes or a new group of customers.
American Institute of Certified Public Accountants
Harborside Financial Center, 201 Plaza Three, Jersey City, NJ 0 7 311-388 1 (201) 9 3 8 -3 0 0 5 • (212) 3 1 8 -0 5 0 0 • fax (201) 9 3 8 -3 4 0 4
The (CPA. Never Underestimate The Value.SM

In paragraph 22, a reference was made to a definition o f start-up costs as “those unusual one-time
costs incurred in putting a new plant into operation...” Paragraph 24 states that entities may engage
in start-up activities to generate revenues or increase efficiencies. It would thus appear that a
relocation from a territory o f high labor, tax or other costs to a less costly region would be among
the reasons which entities engage in start-up activities. Likewise, moving to an area which has
employees o f a particular skill set would be for the purpose o f increasing efficiency.
The types o f costs incurred in a plant relocation are in many instances identical to the costs incurred
when expanding locations, products or services. The members o f TIC believe that due to theses
similarities, the inclusion o f relocation costs within the scope o f the statement would establish
authoritative generally accepted accounting principles in this area. This could be done by either a
simple example or an explicit statement within the scope o f the pronouncement.
Should AcSEC decide that relocation expenses are not within the scope o f this proposed statement,
such should be explicitly stated in paragraph 7. It would seem, however, that to not include
relocation costs could result in arbitrary accounting when a move is dual purpose, i.e., where existing
operations are relocated and a new process is put in place at the new location.

*

*

*

We appreciate the opportunity to present these comments on behalf o f the Private Companies
Practice Section. We would be pleased to discuss our comments with you at your convenience.
Sincerely,

James A. Koepke, Chair
PCPS Technical Issues Committee
JAK:ses

cc:

PCP Executive and PCPS Technical Issues Committees
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M BNA

August 2 0 , 1997
Mr. Daniel Noll
Technical Manager
Accounting Standards Executive Committee
File 4323
American Institute o f Certified Public Accountants
1211 Avenue o f the Americas
New York, NY 10036-8775
Dear Mr. Noll:
M BNA America Bank, N.A., a national bank and the principal subsidiary o f M BNA
Corporation, appreciates the opportunity to comment on the Accounting Standards
Executive Committee’s (the “AcSEC”) April 2 2 , 1997 Exposure Draft, Reporting on the
Costs o f Start-Up Activities (the “Proposal”) (File Reference 4323). MBNA America
Bank, N.A. is a major bank credit card lender and has total assets o f approximately $ 18.0
billion and total managed loans o f $ 50.7 billion as o f June 3 0 , 1997.
Existing accounting literature provides limited guidance on the accounting for the costs
o f start-up activities. Due to the lack o f authoritative literature, diversity in accounting
for these costs have arisen. MBNA commends the AcSEC’s effort in trying to eliminate
any diversity.
However, M BNA does not support the AcSEC’s proposal because it will penalize
companies who invest in new business initiatives in an effort to obtain more market share
or diversify its core business and maximize shareholder value. Companies who would
invest in new business initiatives for long term value would look less attractive than
those companies who are looking for short-term profits. Moreover, analysts, investors
and users o f financial statements may not invest in such companies whose accounting
earnings are depressed and do not reflect the long-term investment being made to
maximize future shareholder value.
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M BNA believes that all costs incurred related to start-up activities should be capitalized
and allocated to future periods through amortization because this better reflects the
purpose o f a company’s investment in the future and not penalize a company that is re
investing in the future through start-up activities. Moreover, MBNA supports disclosing
the costs o f start-up activities capitalized in the footnotes to the financial statements to
further ensure that the user o f financial statements have sufficient information for
decision making.
Capitalizing the costs o f start-up activities does give rise to certain practical problems, in
particular, the appropriate amortization period. MBNA recommends that the final
standard adopt guidance that a maximum amortization period o f no more than five to ten
years would be appropriate. While this amortization period may be somewhat arbitrary,
it w ill be no more arbitrary than determining an amortization period for any goodwill or
intangible asset. MBNA does not believe that capitalization o f the costs o f start-up
activities should be abandoned merely because a predetermined life cannot be
established.
Once again, M BNA commend your efforts to eliminate any diversity in the accounting
for the costs o f start-up activities, but does not support the provisions o f the proposal.
M BNA encourage the AcSEC to reconsider the decisions underlying the proposal and to
modify the proposal prior to its issuance as a final statement o f position.
M BNA urges you to consider these comments in your draft. If you have any questions on
any o f these items, please contact either m yself or Victor P. Manning, Senior Executive
Vice President and C hief Accounting Officer at (302) 453-6707.

Sincerely,

M. Scot Kaufm an

605 Third Avenue
New York, NY 10158-0142
212 599-0100
FAX 212 557-2764

Grant Thornton
grant thornton llp

Accountants and
Management Consultants
The U.S. Member Firm of
Grant Thornton International

August 22, 1997

Mr. Daniel Noll
Technical Manager
Accounting Standards, File 4323
AICPA

1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Noll:
We appreciate the opportunity to comment on the Statement of Position (SOP), Reporting on the Costs
o f Start-Up Activities.
We commend the efforts of the Accounting Standards Executive Committee in developing guidance on
this issue. We believe it will promote consistency in the accounting for these costs, resolve practice
issues of whether capitalization is appropriate, and eliminate the competitive disadvantage that currently
exists for companies that do not capitalize start-up costs. However, we believe the benefits of the
proposed guidance will be diminished because it contains inadequate definitions of start-up activities and
related costs, omits disclosure, and excludes organization costs, as discussed below.

Start-Up Activities
As noted in the proposed SOP, the definition of start-up activities is broad. Determining when a product
or service is new, when a territory is new, when a process is new, and whether a class of customers is
new will in some situations be clear, but such determinations in other situations may be judgmental.
Additional guidance would be helpful in furthering the objective of avoiding diversity in accounting for
similar circumstances.
Guidance is provided largely by example—the illustrations in the Appendix. Illustration 1, for example,
indicates that China is a new territory for the company. The guidance would be more helpful if it was
less obvious, or if an additional example was provided of a more subtle situation. For instance, if a direct
marketer decided to expand its territory from, say, the Maryland suburbs of Washington, DC, to include
also the Virginia suburbs, how would the entity determine whether this would result in start-up activities?
What would the start-up costs be?
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Additional guidance on what constitutes new products would also be useful. For example, is every new
book a publisher produces a new product with start-up costs that should be expensed? If a company that
publishes a regional travel guide of the Pacific Northwest, California, and the Southwest decides to add a
guide of the Midwest, is that a new product? An illustration that distinguishes a new product from an
expansion of an existing product or product line would be helpful.
Paragraph 27 indicates that AcSEC decided not to develop boundaries for the beginning and end of start
up activities because many of the costs previously capitalized by entities as start-up costs will be
expensed as incurred as general and administrative costs or some other type of cost. However,
boundaries are important in industries in which such costs, if not considered start-up costs, would be
capitalized. This would apply, for example, if the costs would otherwise be contract costs, deferred
costs, or deferred product costs. Because industries that capitalize such costs will be subject to the SOP,
AcSEC should provide guidance on when the start-up period begins and ends.
It would be helpful if the SOP stated that start-up costs as discussed in the SOP would typically be
expensed by most entities even if not considered start-up costs. This would be the case unless the costs
are subject to other authoritative guidance, such as contract accounting.
Paragraph 8 provides that inventory costs are outside the scope of the SOP. It would, however, be
helpful if the SOP explicitly states whether inventory purchased for use in the start-up phase should be
expensed when purchased or as used.

Disclosures
We think users of financial statements would have a better understanding of the results of an entity’s
operations if start-up costs are disclosed in periods in which they are significant.

Organization Costs
There is no theoretical justification for accounting differently for organization costs than for start-up
costs. Excluding organization costs from the scope of the SOP adds to the complexity of applying the
new guidance, because entities would have to determine whether specific costs are within the definition
of organization costs. There are also the pros and cons of whether to use the Internal Revenue Code
definition of organization costs, and the complexities added if the tax definition is or is not used. We
therefore suggest treating organization costs like other start-up costs.

Training
Training is mentioned in paragraph 1 as a potential subject of an AcSEC project. However, training is
also mentioned in numerous examples in the SOP as part of start-up costs. It is therefore not clear if the
SOP covers start-up and training or if training will be addressed in a separate project. If a separate
project is not envisaged, we recommend that the reference to training in paragraph 1 be deleted or state
that the proposed SOP addresses accounting for start-up activities and training.
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Effective Date
An effective date for the SOP of fiscal years beginning after December 15, 1997, does not give entities,
particularly those for whom costs would otherwise be capitalized as contract costs or deferred costs,
sufficient time to understand the scope of the new guidance in the context of their operations and revise
systems to account for affected costs under the SOP. We recommend the effective date be delayed to
fiscal years beginning after December 15, 1998.
We would be pleased to discuss any of our comments with the Task Force or AcSEC at their
convenience.
Very truly yours,

GRANT THORNTON LLP

September 10, 1997
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We are in general agreement with the proposed Statement of Position (SOP), Reporting on The
Costs o f Start-up Activities. We agree with the conclusion that start-up costs should be
expensed. However, we do not agree with certain aspects of the SOP as follows:
Definition:
Paragraph 5 discusses the period to which start-up costs relate. We believe that “normal
productive capacity” is too vague a concept because demand for an entity’s products or services
will change over time and it would therefore not adequately define when start-up activities
ceased.
We suggest that “planned productive capacity” be substituted for “normal productive capacity”
in paragraph 5. Our rational is that when management plans to open a new facility, introduce a
new product or service or commence some new activity to which start-up costs would apply, it
would have developed projections that contain expected results. When the planned productive
capacity is reached, the costs would no longer fall into the category of start-up costs.
As the project continues, if management determines that the original planned production cannot
be reached, the plan would be changed or scrapped and the period of start-up costs modified.
Disclosures:
The majority of the committees believes that disclosure should not be required for reasons stated
in paragraph 35.
A minority of the committees believes that there should be mandatory disclosure of the existence
of start-up costs, a general description of such costs and, if practicable, qualification of those
costs. Their reasoning is that the rational expressed in paragraph 35 that an entity would disclose
the information outside the financial statements in a document such as Management’s Discussion
and Analysis would not be the case for most nonpublic companies.
Reasons to Expense:
Paragraph 33 states that to be consistent with FASB Statement No. 2, Accounting fo r Research
and Development Costs, start-up costs should be expensed because they too are not related to
future economic benefits. Some committee members believe that start-up costs are not like
research and development costs (R&D) because there is an anticipated result to the start-up costs.
From the definition provided in paragraph 4, the expected results of start-up costs would be what
management has planned, for example a new facility, a new product or service, a new territory
etc. R&D is general in nature. For example, a chemical company’s R&D might result in a new
medicine or a new floor wax. Pure R&D is not done with a specific result in mind but rather a
general hope that something marketable or more efficient production will result.
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We agree that the period to which start-up costs relate is indeterminable, and that this is an
appropriate rationale for expensing start-up cost.
Organization Costs:
We agree that organizational costs should not be included in the scope and subjected to the
provisions of this proposed SOP. We understand, the Accounting Standards Executive
Committee has a project relating to organization costs on its agenda, and we encourage them to
proceed with that project.
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October 13,1997
Daniel Noll, Technical Manager
Accounting Standards
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

RE:

A ccounting Standards, File 4323

Proposed Statement of Position:

Reporting on the Costs of Start-up Activities

Dear Mr. Noll:
We have prepared this comment letter in response to the Exposure Draft of the Proposed Statement of
Position: Reporting on the Costs of Start-up Activities. Upon review of the Exposure Draft, we are
concerned about the impact of this proposal on companies such as Atlas Air, Inc.
COMPANY BACKGROUND

Atlas Air, Inc. (the “Company”) is an air cargo outsourcer, currently operating with a fleet of 22 Boeing
747-200 aircraft (the “747-200 Aircraft”). The Company provides airport-to-airport cargo transportation
services throughout the world to major international air carriers generally under one- to five- year fixedrate, guaranteed, generally non-cancellable contracts which typically require that the Company supply
aircraft, crew, maintenance and insurance (“ACMI Contracts") to those airlines. The Company’s
customers currently include China Airlines Ltd., KLM Royal Dutch Airlines, Lufthansa Cargo, British
Airways World Cargo, Scandinavian Airlines System, Varig Brazilian Airlines, Emirates Airline, Thai
Airways International Public Company Limited, Fast Air Carrier, S.A. and Lineas Aereas Suramericanas,
S.A.
In 1997, the Company committed to purchase 10 new Boeing 747-400 aircraft (the “747-400 Aircraft”)
from The Boeing Company, of which four aircraft are scheduled for delivery to the Company in 1998, with
each aircraft to be dedicated to a particular ACMI Contract. The 747-400 Aircraft have significantly
greater cargo capacity and operational efficiencies than the 747-200 Aircraft and, as such, represent a new
fleet type for the Company. The Company will be incurring significant start-up / preoperating costs
associated with integration of this new fleet type, such as training of pilots and implementation of a
maintenance program, each of which are unique to the 747-400 Aircraft.
IMPACT OF PROPOSED STATEMENT OF POSITION: START-UP ACTIVITIES

The Company has read the Proposed SOP, paying specific attention to those areas which would have an
impact on the Company’s accounting for the start-up / preoperating costs discussed above.

The Company notes paragraph 15 of the Proposed SOP, which amends paragraph 23 of SOP 88-1, as
follows:
Preoperating costs related to the integration of new types of aircraft should be expensed as
incurred.
The Company also notes paragraph 33 of the Proposed SOP which is reprinted below:
AcSEC believes that no evidence has been identified that demonstrates a direct causal relationship
between start-up costs incurred and related future economic benefits; therefore, AcSEC reasons
that those costs should be expensed as they arc incurred. That reasoning is consistent with
paragraph 49 of FASB Statement No. 2, Accounting for Research and Development Costs, which
states “...evidence of a direct causal relationship between current research and development
expenditures and subsequent future benefits generally has not been found.” Paragraph 86 of
FASB Concepts Statement No. 5, Recognition and Measurement in Financial Statements of
Business Enterprises, states, “Consumption of economic benefits during a period may be
recognized either directly or by relating it to revenues recognized during the period.Paragraph
148 of FASB Concepts Statement No. 6, Elements of Financial Statements, states, “Other costs
are also recognized as expenses in the period in which they are incurred because the period to
which they otherwise relate is indeterminable or not worth the effort to determine.”
The Company agrees with the conclusion reached by AcSEC in paragraph 33 above. That is. the Company
believes that start-up costs that do not demonstrate a direct causal relationship to related future economic
benefits should be expensed. However, the Company also believes that start-up costs that do demonstrate a
direct causal relationship to related future economic benefits should be deferred and amortized over the
expected period of benefit.
In the following discussion, the Company believes it can demonstrate, by way of an example, a situation
common to the business segment in which Atlas operates, where a direct causal relationship between start
up costs and related future economic benefits exists. Further, the Company will discuss the determination
of the expected period of benefit related to those start-up costs. Specifically, the Company believes it can
demonstrate a direct causal relationship between start-up costs to be incurred for the integration of the 747400 Aircraft into its fleet and subsequent economic benefits to be derived from the ACMT Contracts to be
serviced by those new aircraft.
As an air cargo carrier operating under the ACMI Contract structure, the guaranteed nature of the contracts
enable the Company to accurately identify and forecast the revenues and, to a lesser extent, expenses
associated with each ACMI Contract As part of its marketing strategy, the Company pursues a geographic
market area and targets a particular customer with which to enter into an ACMI Contract. (These markets
and customers are generally outside the United States). Based on the target customer’s air cargo service
needs, the Company seeks to obtain suitable aircraft to meet the ACMI Contract terms, while also meeting
the Company’s profit margin requirements.
The Company has determined that in order to service certain future ACMI Contracts which meet the air
cargo needs of its target customers, while also meeting its profit margin requirements, it must acquire the
747-400 Aircraft. The significant growth occurring in the air cargo marketplace is dictating the need for
larger and longer-range aircraft. As a result, without the significantly greater cargo capacity and
operational efficiency of the 747-400 Aircraft, the Company would not be able to the service the ACMI
Contract needs of certain of its target customers on an economical basis, and would forego the ability to
enter into such contracts.
Therefore, the Company believes there is a direct causal relationship between integration of the 747-400
Aircraft into its fleet and the subsequent economic benefits to be derived from the related ACMI Contracts.
The Company further believes that the start-up costs described above arc directly related to, and

inseparable from, other costs of integration of the 747-400 Aircraft into the Company’s fleet, such as direct
acquisition costs.
In addition, as these 747-400 Aircraft will be acquired to service particular ACMI Contracts, the benefit
period of the start-up costs is determinable. That is, the benefit period is the initial ACMT Contract period.
The Company believes the discussion above demonstates a direct causal relationship between start-up costs
to be incurred for the integration of the 747-400 Aircraft into its fleet and subsequent economic benefits to
be derived from the ACMI Contracts to be serviced by those new aircraft. As such, the Company reasons
that those costs should be deferred and amortized over the initial ACMI Contract periods.
We therefore suggest paragraph 15 of the Proposed SOP be revised to amend paragraphs 23 and 25 of SOP
88-1 as follows:
23 Preoperating costs related to the integration of new types of aircraft should be expensed as
incurred, unless a direct causal relationship can be established between such preoperating costs
incurred and related future economic benefits.
.25 After the decision has been made to defer certain preoperating costs based on the criteria in
paragraph 23, questions arise about the appropriate cost-accumulation periods (in other words, the
end-of-the-deferral period) and the date on which amortization of deferred costs should begin.
Generally, current practice is to terminate the cost-deferral period and, consequently, begin the
cost-amortization period on the date scheduled air service commences. AcSEC believes that it is
inappropriate to defer preoperating costs after the new aircraft type is ready to be placed in service
and that the amortization period for such costs should begin when the new aircraft is ready to be
placed in service. Deferred preoperating costs should be amortized over the expected period of
the related future economic benefits.
We appreciate this opportunity to comment on the Proposed Statement of Position: Reporting on the Costs
of Start-up Activities. Please advise if wc may be of further assistance in presenting our concerns to you.
Sincerely,

Richard H. Shuyler
Sr. V.P. Finance, CFO and Treasurer

Alliance Capital
Management Corporation
1345 Avenue of the Americas
New York, NY 10105
(212) 969-1000

October 16, 1997

Mr. Daniel Noll
Technical Manager
American Institute of
Certified Public Accountants
1211 Avenue of the Americas, 6th Floor
New York, New York 10036-8875
Re: Costs of Start-Up Activities

(File Reference No. 4323)

Dear Mr. Noll:
Alliance, one of the world's largest global investment
managers, supervises client assets of more than $200 billion.
Through its family of over 130 mutual funds (including both openend and closed-end funds), Alliance serves more than three million
shareholders.
Alliance appreciates the opportunity to express its views on
the proposed statement of position relating to accounting for the
costs associated with start-up activities (the "SOP"). If adopted,
the SOP would more narrowly define organization costs, effectively
limiting the types of start-up costs that might be capitalized to
the costs of preparing an entity's charter and/or partnership
agreement, its bylaws, the minutes of its organizational meetings
and the terms of its stock certificates.
Alliance is a member of the Investment Company Institute (the
"ICI"), and we fully support the positions outlined in the ICI's
letters to you of June 5 and July 28, 1997 regarding application of
the SOP to the mutual fund industry. While the more typical
practice in our industry is to allow the ICI's written positions to
speak for the industry in lieu of individual commentary, we are
nonetheless writing you at this time to express Alliance's
continuing concern that the SOP, if applied in its current form to
the mutual fund industry, will have significantly adverse
consequences for mutual funds, their sponsors and their
shareholders which, we feel sure, were not intended by AcSEC.
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Because of the unique manner in which mutual funds are
organized and operated, the SOP would effectively cause a new
mutual fund's advisor or sponsor to bear a substantial portion of
the costs associated with organizing an investment company.
In
addition, application of the SOP to existing mutual funds, which
currently recognize organization costs as an asset, could very well
result in an immediate decline in many funds' net asset values, to
the detriment of shareholders.
We therefore believe that the SOP should be modified in a
manner that will impact mutual funds and their sponsors similarly
to the SOP's intended and probable impact on other types of
companies.
We agree with the ICI that to achieve this objective,
it is appropriate the costs associated with preparing a fund's
initial registration statement to be filed with the SEC should be
treated as organization costs.
As the ICI has explained, the bulk of the costs associated
with the construction of a new mutual fund relate to its initial
registration statement.
In order to minimize its exposure to these
substantial costs, which could no longer be capitalized on a new
fund's books even though the registration statement is practically,
as well as legally, indispensable to the fund's organization,
Alliance and other mutual fund sponsors inevitably will be less
inclined to undertake the larger registration statement costs
associated with more innovative and potentially beneficial fund
products.
We would note in this regard that the mutual fund industry's
past practices have been predicated on the understanding that the
cost of a new fund's most central and most critical organizational
step, its initial registration statement, could be capitalized in
accordance with existing principles.
To the substantial extent
that the industry will be obliged to modify its practices in
accordance with the changed conditions presented by the SOP in its
current form, consideration of fairness and equity suggest that, as
the ICI has proposed, the SOP should be applied only prospectively
to start-up costs incurred after its effective date. This will
allow currently recognized organization costs to continue to be
recognized as an asset for no more than five years (i.e., the
current practice), and will thus avoid a significant loss in value
of many mutual funds shares, to the detriment of their
shareholders.
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We appreciate this opportunity to express our views regarding
this important matter.
If you have any questions or if you desire
any additional information, please contact Mr. Bergan at 212-9692108 or Mr. Gersten at 201-319-4105.
Very truly yours,

Mark D. Gersten
Treasurer and Chief Financial
Officer
The Alliance Funds
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Edmund P. Bergan, Jr.
Secretary and Chief Legal
Officer
The Alliance Funds

